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SOME NOTES ON THE STOCKHOLM THEORY OF 
SAVINGS AND INVESTMENTS II 


8. The Rate of Interest.2—Obviously the rate of interest cannot 
—with the terminology used above*—be determined by the 
condition that it equalises the supply of and the demand for 
savings, or, in other words, equalises savings and investment. 
For savings and investment are equal ex definitione, whatever 
interest level exists on the market. Nor can one say that the 
rate of interest equalises planned savings and planned invest- 
ment, for it obviously does not do this. How, then, is the height 
of the interest level determined ? 

The answer is that the rate of interest is simply the price of 
credit, and that it is therefore governed by the supply of and 
demand for credit. The banking system—through its ability 
to give credit—can influence, and to some extent does affect, 
the interest level. As a matter of fact, it is often useful as a first 
approximation to analyse practical problems on the assumption 
that the banking system fixes the rates of interest which make 
the interest “level.” Does this mean that its height has no 
connection with the disposition of individuals and firms to save 
and with other elements in the price system? Of course not. 
But it has such a connection only indirectly. One object of 
interest theory is to explain the nature of this connection. 

Given a certain disposition to save and certain income 
expectations, i.e. certain consumption and savings plans, the 
level of the rate of interest relatively to profit expectations, 
etc., determines the volume of investment and the way in 
which production, trade and prices develop. Thus, incomes are 
made to differ from expected incomes, savings from planned 
savings, and investment from planned investment in such a 
way that savings and investment agree. Ceteris paribus, in- 


1 The first part appears in the Economic JourNatL for March, 1937. This 
second part is with particular reference to Mr. Keynes’ General Theory of Employ- 
ment, Interest and Money. 

2 The Swedish books contain only a scanty analysis of interest theory, so I 
do not know to what extent the second half of this section—which goes beyond 
my book of 1934 and may be influenced to some extent by Keynes’ General 
Theory—is accepted by my Stockholm colleagues. 

3 Cf. Part I. of this article. 
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creased investment without a corresponding increase in planned 
savings raises the sum total of purchases and, thus, production 
or prices or both. But it should be noted that the “ ceteris 
paribus’ assumption includes ‘“ constant income expectations.” 
If they rise, and consumption with them, an expansion will 
result even if planned saving should happen to be equal to 
planned investment. The essence of the matter is simple: how 
do consumption purchases plus investment purchases vary from 
one period to another? But to explain this, plans and expectations 
and their relation to the “ realisations ” of earlier periods have 
to be considered. 

Other things being equal, a change in the _ interest 
level will cause a different kind of economic development. An 
important conclusion follows. Which rate of interest one wants 
to call “ normal” depends on what kind of economic develop- 
ment one considers ‘‘ normal.’”’ Some people regard a constant 
price level of some sort as natural, and they are then entitled 
to call the rate of interest ‘‘ normal ’’—if there is one—which leads 
to this constancy. But there is, of course, no special reason for 
looking at the price situation alone instead of at the economic 
situation in general. In brief, the rate of interest, or rather the 
combination of rates of interest, which is compatible with the 
economic development one chooses to call “normal,” is also 
normal, and so is the volume of savings and of investment which 
goes with it. Ifthe interest level should be lower and the volume 
of investment greater than what corresponds to this develop- 
ment, then a process of relative expansion—of output or prices 
or both—is the outcome. Thereby the total quantity of savings 
is increased. As this economic development is ex definitione 
not “‘ normal,” the extra savings can also be called “ not normal.” 
Part of them is of the “‘ unintentional ”’ kind, the rest is planned 
on the basis of income expectations which are enlarged by the 
process in question. 

According to Wicksell, who used different, somewhat am- 
biguous terms, a cumulative process of expansion was bound to 
ensue as long as the actual rate of interest was lower than the 
normal rate. What is the situation in this respect with the 
above terminology? Obviously, to say that the process of 
relative expansion continues so long as the actual rate falls short 
of the normal rate is a mere tautology, at least if we assume, 
as Wicksell did, that a lower rate always leads to greater in- 
vestment than a higher rate. Wicksell’s idea was that the 
normal rate—which he thought of as closely related to a natural 
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rate corresponding to the marginal productivity of capital or of 
round-about methods of production in some Béhm-Bawerkian 
sense—changed very slowly if at all through the increase in 
savings caused by the process of expansion. Hence, he expected 
prices to continue to rise until the actual rate of interest on 
the market was raised. This latter opinion is not tenable, 
except perhaps if certain. special assumptions are made as to 
expectations concerning the future. In a general analysis one 
has to stress the point that expectations and, thereby, the 
“normal ” rate can change any day. There is, in my opinion, 
nothing more “physical” about it, as the Austrian theory 
wanted us to believe. The cumulative process—meaning a 
continuing rise in total purchases relative to the “normal” 
development—goes on as long as expectations are such that 
the investment purchases and the consumption purchases involve 
a relative rise in total purchases. This rather meaningless con- 
clusion is not without importance, as it shows clearly that the 
‘“‘ cumulative ” character of the process depends on the fact that 
certain kinds of expectations are set up. A rise in the prices 
of consumption goods will, under certain conditions—e.g. if 
entrepreneurs at every moment expect existing prices to con- 
tinue—raise the subjective value of capital goods and increase the 
demand for them, leading indirectly to greater income expecta- 
tions and incomes and to a higher demand for consumption 
goods, etc., independently—in my opinion—of any shift of 
productive agents from one line of industry to another. 

The important thing to stress is that the distinction between 
‘“ normal ” and “ not normal ”’ interest rates and savings depends 
on arbitrary assumptions that one kind of economic develop- 
ment, e.g. a constant wholesale price level, is ‘‘ normal.” Besides, 
it is far from certain that there is always one interest level which 
guarantees the existence of this normal development. On the 
one hand, it is possible that no interest level can do this. On 
the other hand, a great many and rather different interest levels 
may satisfy the condition of being compatible with this develop- 
ment. Obviously, in a dynamic analysis one has to give up the 
idea of an equilibrium rate of interest in the sense of the static 
equilibrium theory. 

The fact that no sharp distinction is possible between “ nor- 
mal” and “not normal” savings throws some light on the 
above-mentioned attempts to distinguish between “ true savings ” 
(‘‘ echte Sparmitteln ’’) and other savings, usually called ‘ forced.” 


On static assumptions it is possible to define a certain interest 
Q 2 
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level and the corresponding volume of savings which is com- 
patible with the maintenance of static equilibrium. Savings and 
interest rates which are not compatible with this equilibrium 
get a flavour of being “abnormal” or “ artificial.” But on 
dynamic assumptions such ideas have to be given up. It is, of 
course, conceivable that someone may in the future define a 
dynamic equilibrium in such a way as to make it useful for the 
analysis of practical problems, and that thus the distinction 
between equilibrium and non-equilibrium interest rates and 
savings may become important. But until this has been done— 
I doubt if it will ever happen—it seems necessary to emphasise 
the looseness of all ideas about “‘ normalcy” in connection 
with interest rates, etc., and to attempt the study of time-using 
processes with the aid of more relativistic terms. 

The reasoning so far is only an indication of the effects produced 
when the banking system fixes certain interest rates. But does 
the banking system actually alone determine the height of these 
rates? Of course not. Only the discount rate is usually fixed 
by the central bank. As to the other rates, e.g. the bond yield, 
the .banking system is only one of many factors which affect 
demand, supply, and price. This requires further explanation. 

Here again it is important to distinguish between an ex-post 
and ex-ante analysis. Ex-post one finds equality between the total 
quantity of new credit during the period, and the sum total of 
positive individual savings. (Of course, a person who uses his 
own savings is then said to give credit to himself; this supply 
and this demand offset one another and exert no influence on the 
price of credit.) Thus, there is a connection between the rate of 
interest, which is the price of credit, and the process of economic 
activity, of which the flow of saving is a part. 

To explain how the rates of interest are actually determined, 
we need, however, a causal analysis which runs chiefly in ex-ante 
terms. What governs the demand and supply of credit? Two 
ways of reasoning are possible. One is neé and deals only with new 
credit, and the other is gross and includes the outstanding old 
credits. The willingness of certain individuals during a given period 
to increase their holdings of various claims and other kinds of 
assets minus the willingness of others to reduce their corresponding 
holdings gives the supply curves for the different kinds of new 
credit during the period. Naturally, the quantities each individ- 
ual is willing to supply depend on the interest rates. In other 
words, the plans are in the nature of alternative purchase and 
sales plans. Similarly, the total supply of new claims minus 
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the reduction in the outstanding volume of old ones gives the 
demand—also a function of the rates of interest—for the different 
kinds of credit during the period. The prices fixed on the market 
for these different claims—and thereby the rates of interest— 
are governed by this supply and demand in the usual way. 

The demand for claims of different sorts can be explained 
partly in terms of the same expectation-analysis as demand for 
investment goods. In discussing this latter question above 
nothing was said about the former, 7.e. the way people planned to 
handle their own savings and “free capital.” Except when 
they want to use them for direct investment—purchases of goods 
for investment purposes—they must decide in favour of acquiring 
claims, including cash. The psychology behind the choice between 
the different possibilities in this respect has been much illumin- 
ated by Keynes’ discussion of “ liquidity-preference.” 

A similar kind of reasoning can, of course, be applied gross, 
i.e. including the old claims which were outstanding when the 
period began. People’s willingness to hold the different claims 
and other kinds of assets every day governs the supply of credit. 
The total supply of claims, etc., governs the demand for credit. 
In each market for the different claims, etc., supply and demand 
are made equal by price. These prices for interest-bearing claims 
on certain fixed sums determine the rates of interest. It is quite 
obvious that this reasoning in gross terms leads to the same result 
as the net analysis above. 

I must pass over the question about the differences between 
the different kinds of credits, e.g.—(1) the length of the contract 
and the right to get the sum back on short or long notice and (2) 
the security given and the credit-worthiness of the borrower. 
The changing valuation of these things, and the ideas concerning 
the profit possibilities of other assets than claims, affect demand, 
supply, and price in the different markets. 

Let me add a few words about the market which is given a 
special position by Keynes, the demand and supply for cash and 
claims ‘‘ quickly ”’ convertible into cash. It goes without saying, 
that the interest rates existing at any given moment fulfil the 
condition that they make people willing to hold as cash—which 
term in the following includes the last-mentioned claims—the 
total amount outstanding. But the same is true of all other 
claims and assets. The total quantity of cash is not fixed by the 
banking system at a certain figure, but depends on the economic 
development and on the actions of a number of individuals just as 
does the quantity of bonds outstanding. The “‘ market” for cash 
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has no key position in relation to the other markets. Itis not even 
certain that the rate of interest obtained on cash holdings is zero. 
Up to a few years ago the Swedish banks used to pay interest on 
cheque deposits. In many countries sums on savings accounts 
could be withdrawn readily and, therefore, could serve as money. 
Of course, one can ask: how intensively does each individual 
prefer holding a certain part of his fortune in form A (cash) 
rather than in form B? It is simpler and clearer to ask directly 
what sums people want to hold in form A, what in form B, etc., 
in a certain price situation and with certain expectations, ¢.g. 
with a certain constellation of interest rates, share prices, etc.1 
There is no need of a theory of interest in terms of differentials, 
similar to the Ricardian theory of rent. 

In my opinion, the theory of interest can be regarded as 
falling into three parts: (1) An analysis of the markets for claims 
and other assets, where their prices and, thus, the rates of interest 
are determined. This includes the phenomena of credit policy by 
banks, e.g. open-market operations. (2) An explanation of what 
kinds of processes with regard to the quantities of planned and 
unintentional savings and investment result from the existence 
of certain interest rates or, rather, from certain movements 
in interest rates. (3) An account of the connection between 
these processes and the transactions on the markets first men- 
tioned. One process is apt to increase the willingness to hold 
long-term bonds, while another process reduces it, and this 
changed willingness is much dependent on the changes in incomes 
and in planned savings. Consumers buy consumption goods, 
business men buy capital goods, i.e. invest in a real sense, but 
there is a third kind of purchases to be explained—namely, 
“* financial investment,” i.e. the purchases of bonds, shares and 
bank deposits and the failure to use savings either for real or 
financial investment, which is identical with an increase in cash. 
It is noteworthy that Keynes, who has presented so interesting 
an analysis of the desire to vary cash holdings and of the psycho- 
logy of financial investment, i.e. the willingness to buy bonds, 
shares, etc., on the one hand, pays so little attention to the 
connection between changes in production, income and savings 
on the one hand and the ability to make financial investments 
on the other. Without a consideration of this latter circum- 
stance, the analysis of the markets for claims of different maturity, 
where the rates of interest are determined, is incomplete. Such 


1 Dr. Johan Akerman some years ago in conversation outlined some such 
approach to interest theory. I am not aware whether he has followed it up. 
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a theory as I have here only briefly indicated is of course different 
from any equilibrium theory of the text-book kind. But it 
agrees with that theory and differs from Keynes’ construction in 
one essential respect: it brings out the relation of the rates of 
interest to the other elements of the price system and to their 
movements, whereas Keynes’ construction—unless it is inter- 
preted in a way which he probably does not accept—seems to 
regard the rates of interest as determined largely “ outside ”’ the 
price system, or at least as having almost no connection with the 
system of mutually interdependent prices and quantities. 

9. Some Aspects of a Theory of Employment.—As Mr. Keynes 
has—rightly, I think—put much emphasis on the consequences 
of his theoretical approach for the theory of employment and 
unemployment, I shall add a few words about the attitude towards 
this problem in the Stockholm theory. What I say is naturally 
much influenced particularly by Dr. Alf Johansson’s monograph 
on Wage Development and Unemployment. Points (a) and (db) 
below are a summary of some of his argument. To be as brief 
as possible I shall only enumerate some of the salient conclusions. 

(a) Permanent unemployment need not be “due to” a 
failure to reduce wages. In other words, it is far from certain 
that a reduction in wage rates would reduce unemployment to 
what one calls a “frictional” minimum. In the post-war 
discussion economists have sometimes assumed that there is an 
equilibrium wage which would make demand equal the available 
quantity of labour and, thus, lead to a state of no unemployment, 
except of the frictional type. Thereafter, they have proceeded to 
state that the existence of permanent unemployment is a proof 
that ‘‘ wages are too high.” It is evident that nothing is proved 
and that the latter statement is simply a repetition of the original 
assumption. Once the static equilibrium reasoning is given up, 
it becomes obvious that the relation between wages and un- 
employment is much more complicated. The level of wage rates 
is only one element of many, which have to get into certain 
relationships in order that the available labour force shall be 
employed. Discussing the unemployment during a period of 
prosperity, Dr. Johansson writes: ‘‘ A priori one cannot expect 
that under all conditions—independently of the character, 
strength and speed of the structural changes and their relation 
to one another—a flexible wage should be completely effective 
as a regulator of equilibrium on the labour market for each 
period, which is longer than the business cycle. Why should the 
time-using . . . adaptations of the elements which govern supply 
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and demand on the labour market and which are called forth by 
an adaptation of wages ... have exactly the strength and 
time to develop exactly so far as is needed, in order that un- 
employment shall be reduced to an ‘ irreducible minimum ’ at the 
culminating stage of a business cycle, which may develop during 
a period of secular decline in prices and an intense technical 
rationalisation of a labour-saving sort?” (op. cit., p. 9). If 
this is true of a period of prosperity, how much more uncertain 
must it not be that wage flexibility can prevent continued 
unemployment during a long depression ? 

(6) When labour is set free through labour-saving technical 
changes there is no automatic compensation in increased em- 
ployment elsewhere. What is set free is not “ purchasing power,” 
which will buy more of other goods than those cheapened by the 
invention, so that the expansion of output of such goods will 
provide employment for the discarded labourers. On the con- 
trary, it is “‘ productive power ” which is made available, and it 
will not be re-employed unless some new impulse to expansion 
comes forward. 

(c) Wage increases can lead to larger output and employment. 
The effect depends chiefly on how the investment demand of 
entrepreneurs reacts. Under certain conditions it will grow when 
wages go up, e.g. because people expect prices to rise later on. 
Under other conditions the opposite is true. The reaction of 
consumption demand is easier to determine. The outcome with 
regard to output and employment depends much on the speed 
of the various reactions of different kinds of investment demand 
as well as consumption demand. The possible rise in employment 
has nothing, as such, to do with a rise in prices or costs of living. 
The Stockholm theory thus denies the validity of the “ orthodox ” 
thesis which Keynes defends—namely, that an increase in 
employment must be accompanied by a reduction in the real 
wage. Elsewhere I hope to point out wherein, in my opinion, 
Keynes’ mistake lies. 

Obviously, wage changes affect the course of events differently 
during different cyclical processes. As a first approximation 
one can say that wage changes are in the short run “ neutral ” 
towards employment, as they increase the “ cost side ” of output 
as much as the “‘ demand side.” It depends on the price policy 
pursued by the sellers and on the effects of wage changes on 
investment and consumption demand, whether the quantity 
of labour employed goes up or down intheshortrun. (To analyse 
a great many such processes is the essential] part of a “‘ dynamic ” 
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theory of wages and employment.) In the “longer run” the 
tendencies towards a change in the combination of productive 
factors must of course also be considered. A similar reasoning 
shows that an increase in import duties may well increase em- 
ployment considerably, without any reduction in the “real 
wage.” + Asa matter of fact, wage reductions during depressions 
have usually been very small. There is no evidence of any general 
reductions in wage rates from the end of the eighteen-eighties 
up to the World War. This speaks against the Austrian argu- 
ment that wage reduction, with the consequent decline in con- 
sumption, is the decisive factor which starts recovery. 

It would carry me too far to describe—in terms of the above 
period-analysis—different courses of events which may follow upon 
changes in wage rates. The interested reader can, no doubt, do 
that for himself. Neither can I attempt to summarise the 
analysis in the Final Report of the Unemployment Committee, 
where the “ frictional’ types of unemployment are considered 
together with those connected with variations in the sum total 
of “ monetary demand,” 7.e. with processes of general expansion 
and contraction. The Committee emphasises the fact that the 
total demand in terms of money will be increased (1) if: foreign 
countries buy more of our products, (2) if investment is increased, 
and (3) if consumption purchases are increased. For obvious 
reasons the possibilities of increasing investment during a 
depression are particularly studied. But the Committee is 
careful not to assume that measures to maintain investment are 
all that is needed to guarantee practically complete employment. 
Even the largest volume of investment which is during a certain 
period compatible with a desirable stability in price conditions 
and in the external value of the currency may leave considerable 
unemployment if the mobility of labour is small, or if wage rates 
are “too high.” It is not much less dangerous to concentrate 
attention exclusively on the volume of investment in its relation 
to the propensity to consume than to think only about some of 
the other relationships involved, e.g. wage flexibility. 

After this brief survey of some salient aspects of the Stockholm 
theory, I shall turn to a discussion of Keynes’ analysis of the same 
set of problems with a somewhat different set of tools. 


C. Some Observations on Mr. Keynes’ Theory. 


1. The Characteristics of the New Approach.—As I see it, 
the two outstanding characteristics of Keynes’ theoretical system - 


1 My book of 1934 contains an extensive discussion of this problem and a 
criticism of the opposite view taken by Harrod in his International Economics. 
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are the following. First, his reasoning runs in monetary terms 
instead of in “ real” terms, as do the theories of Marshall, Pigou 
and their followers, who regard money as a “ veil ’ which one has 
to take away to see things clearly. A reasoning in monetary 
terms does not prevent any amount of considerations of the “ real ” 
implications, whenever such considerations may be desirable, e.g. 
in a discussion of policy. But it has the advantage of permitting 
a much simpler and less sophisticated explanation of the market 
phenomena, which are price phenomena. For this reason, it has 
long ago been accepted by almost all schools of economic thought 
outside England. One sometimes gets the impression that Keynes 
is unaware of this. Professor P. Douglas—in well-known works— 
and Professor Bagge! have both given us extensive treatments of 
wage and unemployment problems by means of reasoning in 
monetary terms. 

The second and more important aspect of Keynes’ work is 
that it is free from some basic assumptions tacitly made, I believe, 
in all systematic treatments of the pricing of commodities and 
productive factors, i.e. in the so-called theory of price and dis- 
tribution (but not in money and cycles theory). In price theory 
it is assumed that the changes which are studied—e.g. changes in 
the supply and demand for a particular commodity—do not react 
on the price system as a whole sufficiently for these repercussions 
outside the field of analysis to need to be considered.? A special type 
of repercussion, which is thereby eliminated, is that which would 
occur if general processes of expansion and contraction—in terms 
of quantity or value of output—were to be started or affected by 
the partial processes under examination. #.g. in a study of the 
influence of a new invention the possibility that it will cause an 
expansion in the total volume of investment leading to inflation is 
not considered. This, no doubt, is a useful and fruitful method. 
However, this simplification would be quite absurd in the dis- 
cussion of the prices and employment of the factors of production, 
e.g. in the determination of the wage and interest level, total 
employment, etc. The analysis there touches upon considerable 
changes in the whole price system, and is no longer chiefly con- 
cerned with a small part of it, as in the case of a particular com- 
modity market. Hence, to avoid the consideration of such 
phenomena as general contraction and expansion processes, which 

1 Professor Bagge’s Causes of Unemployment (published in Swedish), 1930, 
gives an excellent survey of all those aspects of unemployment, which are in- 
dependent of instability in the field of money, and touches upon some other 


aspects. 
2 This is the well-known method of the analysis of ‘‘ particular equilibrium.” 
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is deferred to sections dealing with monetary and business cycle 
analysis, price and distribution theory proper is made to rest on 
the tacit assumption of what might be called “ monetary stability.” 
It is not possible to say what meaning is given to this in the 
various textbooks, for the authors do not seem to be aware of the 
assumption they have made. The loose idea behind their dis- 
cussion has some similarity with the Say doctrine, that supply 
creates its own demand, but involves something more than that, 
for there is nothing in this assumption—that total proceeds from 
sales equal total costs—which prevents changes in the volume of 
employment and output and in price-levels. (Say’s assumption 
rules out “ profit inflation,” but not “income inflation.” See 
Keynes’ T'reatise on Money.) Perhaps the tacit assumption 
means “‘ a constant sum total—in terms of money—of all indus- 
trial transactions,” or “‘ a constant national income in terms of 
money ”’ or “ a national income which only changes in proportion 
to the variation in the quantities of productive factors.”’ Through 
some such assumption all other causes of incomplete employment 
than those connected with monopoly—including monopolistic 
trade union policy—and “ friction” are ruled out, as well as 
movements in the general price-levels. 'Thus, the basic assumption 
in conventional price and distribution theory is—in my opinion— 
not one of relatively full employment. The simplification includes 
more than that, inasmuch as it also eliminates changes in general 
price-levels, 7.e. that kind of process which is commonly called 
inflationary and deflationary.” 

An economic analysis on this basis (“‘ monetary stability ’’) 
can throw light upon a number of phenomena both in the labour 
market and in other markets. But the larger the size of the 
phenomena and processes considered, the greater is the probability 
that in the real world reactions will follow which change the total 
volume of output and national income, both in monetary and real 
terms. Hence the greater is the need for studying what this 

1 See my Interregional and International Trade, p. 376. 

2 It follows from the above that, in my opinion, Keynes’ attempt to explain 
why the textbook theories of price and distribution deal only with frictional and 
monopolistic unemployment is unsuccessful. Few twentieth-century writers have 
assumed that “‘ the utility of the wage is equal to the marginal utility ’’ of the 
existing amount of employment. But all writers on price and distribution, so far as 
I know, rule out the general processes of expansion and contraction in the value of 
output, and, thereby, both changes in employment and output—with the above- 
mentioned exceptions—and changes in general price-levels. In Chapter 19 
Keynes mentions that the changes “‘ in the amount of aggregate effective demand” 
have been ignored in conventional distribution theory. But this fact is not 
considered in the earlier part of the book, where the criticism of the “ classical ”’ 
theory is based on its utility assumptions. 
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change will be. When this is done, we get a theory both of 
** variations in employment and output as a whole ” and of move- 
ments in price-levels. Not that the conclusions concerning the 
pricing and employment of the factors of production, based on 
the assumption of “‘ monetary stability,” are entirely wrong. But 
only under special conditions are they sufficiently correct to be 
interesting, except as an introduction. 

What we need is an analysis which makes no suck assumption 
of monetary stability and which concentrates attention on the 
effects which all kinds of partial processes have on the total volume 
of employment and national income, the latter in terms of money 
as well as in terms of quantities of goods and services. An 
analysis of this type involves a consideration in price and dis- 
tribution theory of those problems which have hitherto been 
discussed in the sections on money and business cycles in text- 
books on economic principles. Thereby, the whole theory of the 
pricing process—which must be an account of the time-using 
process—can be given a unity which it has so far lacked. And the 
theory of wages, employment and interest becomes rather 
different from the theory built up on the basis of the ‘“‘ monetary 
stability ’’ assumption. (See §§ 8-9 above.) The works by 
Lindahl, Hammarskjéld, Johansson, Myrdal and myself, that 
were published during the depression, represent an attempt to 
provide pieces of such a theory. 

In a world of booms and depressions such a discussion of wages, 
unemployment and the rates of interest, as well as the study of all 
kinds of economic policy, is—as already observed—apt to be more 
useful than an analysis based on an assumption of some sort of 
“monetary stability.”’ But it would be foolish to dispense with 
the latter altogether, especially as an introduction. I believe that 
it represents one of the most fruitful simplifications that are used 
in economic science. Take, e.g., the analysis of certain phenomena 
within the individual firm or the study of so-called “ frictional ”’ 
unemployment, with all its considerations of different labour 
qualities, the various kinds of labour mobility, etc. Certainly, a 
number of conclusions concerning these phenomena hold good 
also under less stable monetary conditions, but are more easily 
reached when the difficulties concerning processes of general 
expansion and contraction are not introduced. Such knowledge 
concerning the labour markets as has been reached on the 
basis of monetary stability has to be incorporated in any general 
theory of employment worthy of its name. 

It is understandable that Keynes, in writing his treatise, has 
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concentrated on those aspects which had to do with the changes 
in output as a whole, and, therefore, pays very little attention to 
the other aspects. But it is all the more important that the 
relation of his reasoning to the “old” one shall be made quite 
clear. In comparing his theories with what he calls the “‘ classical ”’ 
theory, Keynes seems to me to mix together and confuse the 
differences arising from two distinct sources, mentioned above : 
(1) Those which depend on the fact that what he calls the 
“classical ”’ theory is a Cambridge type of analysis in “ real ”’ 
terms and based on certain specific assumptions as to the supply 
of labour, whereas he thinks in monetary terms and has given up 
some—though not all—of these assumptions. In this respect his 
attitude resembles that of Cassel and several other contemporary 
economists. (2) Those differences which arise because both this 
“ classical ” theory and textbooks in price and distribution theory 
from U.S.A., Vienna, Stockholm, etc., rest on some such assump- 
tion as I have called ‘“‘ monetary stability,’ which rules out most 
of the large changes in the volume of output, while Keynes’ own 
analysis—like the books by Stockholm economists mentioned 
above—is concentrated on a world where there are frequent and 
large changes in the total volume of employment and national 
income. From the point of view of economists who are used to 
discussing in monetary terms without the special “ classical ” 
assumptions about labour supply—I believe this is true of the 
overwhelming majority of economists in the world since the war— 
the former aspect of Keynes’ book is simply the long-awaited 
conversion of a Cambridge economist to the almost generally 
accepted standpoint elsewhere. It is the second characteristic 
which gives the book a somewhat “ revolutionary ” flavour, from 
the point of view of economic theory. In my opinion, Keynes’ 
greatest achievement in this work lies in the fact that he attempts 
—and in spite of his special assumptions concerning wage inflexi- 
bility etc. to a great extent succeeds—to provide a theory for 
changes in total employment and price-levels, which can also be 
called the theory of processes of general contraction and ex- 
pansion. 

Of course, not all the knowledge thereby reached is new. The 
theories of money and business cycles, even before the present 
depression, and still more in recent years, have given us much 
knowledge concerning changes in employment and rates of in- 
terest. What Keynes calls the “ classical” theory does not seem 
to include any theory of money and cycles, otherwise it is difficult 
to see how he can say that this theory has “ never given a single 








234 THE ECONOMIC JOURNAL [JUNE 


thought ” to the question : “ Will fluctuations in investment have 
any effect on the demand for output as a whole and, consequently, 
on the scale of output and employment? ’”’ Business cycle theory 
has also taught us much about the influence of wage changes, 
which Keynes has failed to notice. Few economists, at least 
outside the Vienna school, maintained that during the severe 
depression of 1932-33 a reduction in wages and an increased 
willingness to save would have been certain to increase employ- 
ment. Theoretical discussion was concentrated on the effect on 
the entrepreneurs’ expectations about the future course of prices, 
wages and profits, and upon the possibility that, thereby, wage 
reductions would give fresh impetus to a process of deflation and 
contraction of economic activity. Keynes makes the statement : 
“The idea that we can safely neglect the aggregate demand 
function is fundamental to the Ricardian economics, which under- 
lie what we have been taught for more than a century ” (p. 32). 
While some such idea underlies the price and distribution theories 
—as I have already argued—it is certainly not so with monetary 
and cycles theory, which is based on the very opposite idea. 
Recent discussion in this field has resulted in conclusions—e.g. on 
the effects on wage changes—which can be regarded as pieces of a 
theory of output as a whole. Economists who have followed this 
discussion will find Keynes’ analysis of wage reductions (on pp. 
262-64) and the stress on their influence on profit expectations and 
the volume of investment very familiar. I am sure, therefore, 
that most readers of the General Theory have been much surprised 
in finding (on p. 21) that the classical theorists—this expression 
seems to cover all others than Keynes himself and the “ under- 
world ” of economists—‘‘ are fallaciously supposing that there is 
a nexus which unites decisions to abstain from present consump- 
tion with decisions to provide for future consumption.” Prac- 
tically all monetary theorists take account of the fact that saving 
accompanied by “ hoarding ’’ by some people need not lead to 
investment by other people. Furthermore, it is the very essence 
of Wicksell’s theory of money and ‘“‘ cumulative processes ” that 
there is no such nexus between plans to save and decisions to 
invest. It has become the basis for most of the recent analyses 
of processes of expansion and contraction. Besides, D. H. 
Robertson, next door to King’s College—and probably not much 
under the influence of Wicksell—has since 1926 presented several 
substantial pieces of “‘ process analysis,” obviously not based on 
the above-mentioned fallacy. The same is true of Hawtrey. Yet 
Keynes (p. 32) expresses the opinion that the correct idea ‘‘ could 
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only live on furtively, below the surface in the underworlds of 
Karl Marx, Silvio Gesell or Major Douglas.” 

Let us return for a moment to the two sources of differences 
between Keynes and the so-called “ classical’ theory. It is not 
a mere chance that he fails to distinguish between them. In fact, he 
maintains explicitly that there is only one such source (pp. 21-22). 
The classical theory is said to depend on the assumption that “ the 
real wage is equal to the marginal disutility of existing employ- 
ment,” and that “‘ supply creates its own demand in the sense that 
the aggregate demand price is equal to the aggregate supply price 
for all levels of output and employment.” But these assumptions 
and a third one “all amount to the same thing, in the sense that 
they all stand and fall together, any one of them logically involving 
the other two.” Surely, however, the Say doctrine that supply 
creates its own demand has nothing to do with the psychology of 
the labourer. Even if a universal thirty-hours week were fixed 
by law, and the workers had no disutility whatsoever from work— 
the first assumption would then be absurd—Say’s doctrine would 
not be affected thereby. It runs in terms of total supply and 
total demand, in terms of money, at prices which cover money 
costs. Conversely, even if the special assumptions concerning the 
supply of labour are accepted, this does not preclude an analysis 
of processes which are incompatible with Say’s assumption. 

In my opinion the vitally important distinction between the 
“old ” type of analysis, as represented by conventional price and 
distribution theory, and the “ new ”’ one, represented by Keynes, 
the Stockholm school, and—to some extent—more or less the 
whole theory of money and business cycles, lies in the former’s 
fundamental assumption (not identical with the Say doctrine) 
which rules out the general processes of expansion and contraction 
of employment, output and prices, thereunder all other changes 
in the volume of employment than those connected with monopoly 
and friction. The central task for economic theory to-day, 
towards the solution of which Keynes has made such important 
contributions, is the construction of a body of analysis, free from 
such assumptions. This amounts to a co-ordination of the 
theories of price, money and cycles. 

2. Keynes’ Equilibrium Theory versus a Process Theory of 
the Stockholm T'ype.—If Keynes’ theoretical system is modern in 
the respect I have touched upon above, it is equally “ old- 
fashioned ” in the second respect which characterises recent 
economic theory—namely, the attempt to break away from an 
explanation of economic events by means of orthodox equilibrium 








236 THE ECONOMIC JOURNAL [JUNE 


constructions. No other analysis of trade fluctuations in recent 
years—with the possible exception of the Mises-Hayek school— 
follows such conservative lines in this respect. In fact, Keynes 
is much more an “ equilibrium theorist ’’ than such economists 
as Cassel and, I think, Marshall. 

The central thesis in Keynes’ theory is that the volume of 
employment depends upon the volume of investment. As most 
theories of business fluctuations, in their explanation of changes 
in employment, concentrate attention on changes in the volume 
of investment, Keynes’ emphasis on this latter point is not new. 
The novelty lies in his construction of an equilibrium, governed 
by the quantity of money, the propensity to consume, the 
marginal efficiency of capital, and the liquidity preference. These 
“independent ” variables determine the rate of interest, the 
volume of investment and, thus, the volume of employment. 

The most fundamental objection to this theory is the following. 
The propensity to consume expresses “ the functional relationship 
between a given level of income in terms of wage units and the 
expenditure on consumption out of that income.” Given a certain 
propensity to consume, which we can call k, we obtain 
E(1 —k) =I. The income £ will vary in the same proportion as 
the volume of investment J. However, this holds good only in 
reference to a period which is finished, i.e. ex-post. It would have 
been better, therefore, to talk about the “ realised consumption 
ratio,” instead of the “ propensity ” to consume, expressing the 
relation between the volume of consumption and the realised 
income. (1 — k) is the “ realised savings ratio,” which can be 
defined as the relation between realised income and realised 


9? 


x 
5 
Hence, (1 — k) = The equation above only expresses a truism, 
showing that the definitions are consistent with one another, and 
explains nothing. The relationship in question does not throw 
any light on the question ‘‘ what determines the position of em- 
ployment at any time,” as Keynes claims his theory to do. 
Neither does it indicate an equilibrium position, towards which 
the economic system tends and which, if reached, will remain 
stable, in the absence of new changes in the independent variables. 
As a matter of fact, this equation holds true for every period, even 
in the most wnstable situations 1 


saving, i.e. But the latter is the same as realised investment. 


1 See p. 23 on “ the income resulting from a certain employment.’’ See also 
pp. 28, 57, 62, and 115. 
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To explain the development or the actual tendencies one must 
use terms which refer to the expectations, plans and actions based 
thereupon, an ex-ante terminology, as indicated in the first part 
of my paper in the last issue of this JouRrNAL. Keynes probably 
has had a feeling of this, as he has used such a word as “ propen- 
sity.” But he has defined his terms income, investment and 
propensity to consume as ea-post concepts. Perhaps he has meant 
them ex-ante? But there is no such relation between expected 
income, planned consumption and planned investment as he 
indicates. Thus, either Keynes’ reasoning is ex-post, and then it 
explains nothing, or it is ex-ante, and then it is entirely wrong. 
There is no reason why the planned investment plus the planned 
consumption should be equal to the expected total income for 
society as a whole. In other words, the planned investment will 
differ from the planned saving, unless they should happen to be 
equal by mere chance. Owing to this difference, expectations will 
not be fulfilled. At the end of the period people-will firtd that their 
incomes, investment and savings during that period have not been 
what they expected them to be. Consequently, the expectations, 
plans and actions with reference to the next period will differ from 
what they were in the last period. The economic situation will 
change in a way which can only be explained through a study of 
how these differences between expectations and the actual course 
of events during one period influence expectations and actions in 
the future.? 

Should, however, by mere chance, planned saving and invest- 
ment be equal, then expectations will come true, not for each 
individual or firm, but as far as total income, saving and invest- 
ment are concerned. This is consistent with, but does not 
necessarily mean a stable situation. For people may have been 
expecting growing employment and income, and when these 
expectations are fulfilled, they may expect still further growth in 
income and employment. This is an exemplification of the fact 
that the series of events during the preceding periods may well 
lead to a change in planned savings or planned investment for the 
next period, even if expectations during the last period came true. 
Take another example. The volume of investment during the last 
period may have been influenced by old contracts which have now 
expired. In a thousand and one ways the situation at the 


beginning of the new period may be different from what it was at 
1 Note the difference between the equation above and Lindahl’s, which is in 
ex-ante terms: E, (1 — s,) = C, where s, is the planned savings ratio and C is 
consumption. Only for consumption can one assume that plans are always 
realised. 
No 186.—vOL. XLVI. R 
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the beginning of the preceding period. Hence, the plans con- 
cerning savings and investment may be different also. A change 
in the economic situation will follow. 

Let us start from a position where expectations have on the 
whole been fulfilled for some time and conditions have been 
subject only to relatively small changes. If we want to know the 
effects of a certain reduction in the planned volume of investment! 
—caused, e.g., by some political changes leading to pessimism in 
general—then one evidently has to follow the process through a 
study of the successive changes in expectations and plans in 
actual events, in the differences between them, and in the con- 
sequent reactions of the new expectations, plans, and actions, etc. 
In such a sequence leading to a considerable reduction in total 
employment and output it is a priori probable that many elements 
in the price system will be affected. The rate of interest will 
probably fall as a result of the smaller willingness to invest, given 
a certain willingness to save. (This is in accordance with the 
interest theory which has been briefly indicated above, and which 
is different from Keynes’ theory.) Furthermore, the willingness 
to save will decline, although this may only start at a later stage 
than the fall in the interest level. When people come to regard 
their expected income as temporarily unusually low, the con- 
sumption will be a greater percentage of their expected income 
than under other conditions. (Keynes does not accept this; see 
p- 95). Much here depends on the speed with which their realised 
incomes and income expectations fall. Investment will be 
affected by the rapidity of the reactions in prices, quantities and 
interest rates, and in the willingness of banks to give credit to 
firms and individuals with declining solvency. Thus, I cannot 
find that the economic system tends towards a stable equilibrium 
described by simple reference to the change in the volume of 
investments. It is highly improbable that the system ever gets 
to a state where expectations are fulfilled, in the above-mentioned 
sense. Nor is there a tendency to move in the direction of some 
such position. And if the system should happen to get into such 
a position, this does not mean that it tends to remain there. 

Keynes’ opposite view, that his so-called equilibrium will 
indicate a stable position towards which the system tends—a 
position determined by the four independent variables—is due to 
the facts that he (1) asswmes that the other three elements will not 


1 Investment plans, like consumption plans, are realised, as far as purchases 
go. But investment is influenced also by sales from stock of goods, and these 
sales may differ from expectations. 
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vary when the fourth one changes, even though the situation may 
shift from boom to depression; (2) overlooks the fundamental 
difference between the ex-post and ex-ante concepts, using a 
relation between the realised consumption and income as if it 
meant the planned consumption ratio. It is a consequence of this 
latter defect that he ignores the influence of the speed of the 
various reactions. A comparison of two equilibria—consistent 
with different volumes of investment—supplemented with some 
indications concerning certain repercussions is, of course, unable 
to take into account this speed of reactions, the importance of 
which I have illustrated in the first part of this paper and shall 
return to in the discussion of wage changes. 

The fact that the realised savings ratio, which is identical with 
the relation between the volume of investment and the volume of 
income, varies a great deal when general business conditions 
change, needs no other proof than reference to the well-known 
fact that the production of capital goods fluctuates much more 
than the production of consumers’ goods. Changes in the quantity 
of commodity stocks are small in comparison therewith, and 
cannot make the volume of investment reach anything like the 
same proportion of total income during depressions as during 
booms. Hence, even if the psychological willingness to save were 
somewhat constant, it becomes absurd to assume a relatively 
constant multiplier. As a matter of fact, the willingness to save 
fluctuates, for reasons already mentioned, and the unintentional 
positive or negative savings, partly connected with losses, make 
the realised savings fluctuate more than the planned savings, but 
in the same direction. 

This seems to me to be a rather damaging criticism of the 
theory of the multiplier, and this criticism holds also if the theory 
is stated in terms of the marginal propensity to consume. Even 
if the marginal willingness to save—the marginal planned savings 
ratio—were somewhat constant during varying conditions of good 
and bad trade, the marginal realised savings ratio, which is 
identical with the relation between the increase in investment and 
in total production, would not be constant ; for the unintentional 
savings come in. As a matter of fact, however, people do not 
decide to save the same percentage of an expected increase in 
income during the beginning of a recovery as they do during a 
boom. The necessity to pay off debts, or doubts whether the 
increase in income is going to be lasting, may make them decide 
to save 5( per cent. of the expected increase in income during the 


first year of recovery, whereas they would want to save only 10 per 
R2 
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cent. at a later stage of the recovery. Thus, if we want to form 
some idea as to the size of the effects of an increase in investment, 
e.g. in public works, we can only be misled by figures concerning 
some normal multiplier from which the actual effect is supposed 
to differ only slightly. Keynes mentions some circumstances 
which make for changes in the marginal consumption ratio and 
multiplier, but the whole tendency of his argument (see p. 121) is 
that it varies only little. The chief reason why the multiplier 
theory can tell us but little about the effects of a certain increase 
in investment is not its fluctuation, but the fact that it leaves 
out of account the reaction of a certain change in the volume 
of output and in the general business situation on profit expecta- 
tions and the willingness to invest (the marginal efficiency of 
capital). At the bottom of a depression public works for a 
moderate sum may start a recovery, which would not otherwise 
have come, at least for a year or two. Hence the total increase 
in production due to these public works. may during a certain 
period be ten times the sums spent. In another situation an 
increase in public works may scare the business world to such an 
extent that private investment activity declines, and total output 
is therefore increased by less than the sum allocated to public 
works. Thus, the multiplicatory effect may easily—if the re- 
actions of private investment are included—at one time be ten 

or more, and at another time considerably less than one. 1 

BERTIL OHLIN 
University of California. 

i “* Since the business cycles are mainly characterised by variations in this 
relation—between the value of new investments and consumption expenditures 
. . the theory must explain the changes in the multiplier instead of assuming that 
the latter is given.”’ Erik Lundberg, Studies in the Theory of Economic Expansion, 
p. 37. Mr. Lundberg’s criticism of Keynes’ General Theory is partly the same as 


mine, which was worked out before I had occasion to read his book. I shall, 
however, refer to it in some footnotes. 














ALTERNATIVE THEORIES OF THE RATE OF 
INTEREST 
I 

THERE is, I think, a concealed difference of opinion, which is of very 
great importance, between myself and a group of economists who 
express themselves as agreeing with me in abandoning the theory 
that the rate of interest is (in Prof. Ohlin’s words) “‘ determined 
by the condition that it equalises the supply of and the demand for 
saving, or, in other words, equalises saving and investment.” 
The object of the first section of this article is to bring this differ- 
ence to a head. 

: The liquidity-preference theory of the rate of interest which I 
have set forth in my General Theory of Employment; Interest and 
Money makes the rate of interest to depend on the present supply 
of money and the demand schedule for a present claim on money 
in terms of a deferred claim on money. This can be put briefly 
by saying that the rate of interest depends on the demand and 
supply of money; though this may be misleading, because it 
obscures the answer to the question, Demand for money in terms 
of what? The alternative theory held, I gather, by Prof. Ohlin 
and his group of Swedish economists, by Mr. Robertson and Mr. 
Hicks, and probably by many others, makes it to depend, put 
briefly, on the demand and supply of credit or, alternatively 
(meaning the same thing), of loans, at different rates of interest. 
Some of the writers (as will be seen from the quotations given 
below) believe that my theory is on the whole the same as theirs 
and mainly amounts to expressing it in a somewhat different way. 
Nevertheless the theories are, I believe, radically opposed to one 
another. The following quotations will explain the point at 
issue. 

Much the fullest account of this theory has been given by Prof. 
Ohlin in the article printed above (p. 221).2, For convenience of 


1 Prof. Ohlin, as will be seen above (p. 227), indicates a difference ‘‘ in one 


essential respect,’’ but this is much subsequent to the point in his argument 
where the divergence I shall call attention to occurs—which is, indeed, from the 
very outset. 

2 Since this article immediately succeeds Prof. Ohlin’s, I ought to say, to 
avoid misunderstanding, that it is not intended to discuss more than a small 
part of his arguments, many of which I accept at least in part. In particular, 
I hope to return later to a discussion of what the Swedish school conveniently 


. 
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reference, I will quote what seems to meto be the essential passage ; 
but the reader can easily compare it with the complete context :— 


The rate of interest is simply the price of credit, and is 
therefore governed by the supply of and demand for credit. 
The banking system—through its ability to give credit—can 
influence, and to some extent does affect, the interest 
level. . .. 

Ex-post one finds equality between the total quantity of 
new credit during the period and the sum total of positive 
individual savings. (Of course, a person who uses his own 
savings is then said to give credit to himself; this supply and 
this demand offset one another and exert no influence on the 
price of credit.) Thus, there is a connection between the 
rate of interest,which is the price of credit, and the process of 
economic activity, of which the flow of saving is a part. 

To explain how the rates of interest are actually deter- 
mined we need, however, a causal analysis which runs chiefly 
in ex-ante terms. What governs the demand and supply of 
credit? Two ways of reasoning are possible. One is net 
and deals only with new credit, and the other is gross and 
includes the outstanding old credits. The willingness of 
certain individuals during a given period to increase their 
holdings of various claims and other kinds of assets minus 
the willingness of others to reduce their corresponding holdings 
gives the supply curves for the different kinds of new credit 
during the period. Naturally, the quantities each individual 
is willing to supply depend on the interest rates In other 
words, the plans are in the nature of alternative purchase and 
sales plans. Similarly, the total supply of new claims minus 
the reduction in the outstanding volume of old ones gives the 
demand—also a function of the rates of interest—for the 
different kinds of credit during the period. The prices fixed 
on the market for these different claims—and thereby the 
rates of interest—are governed by this supply and demand in 
the usual way.’ 


Before analysing this passage, it will be convenient to give my 
texts from Mr. Hicks and Mr. Robertson. Mr. Hicks, reviewing 








call ex-post and ex-ante concepts. I must, however, take this opportunity to 
apologise at once if I have led any reader to suppose that, as Prof. Ohlin seems 
to think (p. 234 above), I regard Mr. Hawtrey and Mr. Robertson as classical 
economists! On the contrary, they strayed from the fold sooner than I did. 
I regard Mr. Hawtrey as my grandparent and Mr. Robertson as my parent 
in the paths of errancy, and I have been greatly influenced by them. I might 
also meet Prof. Ohlin’s complaint by adopting Wicksell as my great-grandparent, 
if I had known his works in more detail at an earlier stage in my own thought 
and also if I did not have the feeling that, Wicksell was trying to be “ classical.”’ 
As it is, so far as I am concerned, I find, looking back, that it was Prof. Irving 
Fisher who was the great-grandparent who first influenced me strongly towards 
regarding money as a “ real ”’ factor. 
1 My italics. 2 Pp. 220 and 224-5 above, 
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my book in the Economic JourNnAL (June 1936, p. 296), 
writes :— 


The particular way adopted by Mr. Keynes to bring this 
out is his doctrine of “ liquidity preference.”” The individual 
has a choice between holding money and lending it out—a 
choice that can be expressed by means of a demand curve, 
showing the amounts of money he will desire to hold at differ- 
ent rates of interest. ‘ The rate of interest will be determined 
at that level which makes the demand for money equal to the 
supply. 

This looks a most revolutionary doctrine; but it is not, 
I think, as revolutionary as it seems. For over any short 
period, the difference between the value of the things an 
individual acquires (including money) must, apart from gifts, 
equal the change in his net debt—his borrowing and lending. 
The same will apply to a firm. If, therefore, the demand for 
every commodity and factor equals the supply, and if the 
demand for money equals the supply of money, it follows by 
mere arithmetic that the demand for loans must equal the 
supply of loans (when these latter are interpreted in a properly 
inclusive way). Similarly, if the equations of supply and 
demand hold for commodities, factors and loans, it will follow 
automatically that the demand for money equals the supply 
of money. 

The ordinary method of economic theory would be to 
regard each price as determined by the demand and supply 
equation for the corresponding commodity or factor; the 
rate of interest as determined by the demand and supply for 
loans. If we work in this way, the equation for demand and 
supply is otiose—it follows from the rest; and fortunately, 
too, it is not wanted, because we have determined the whole 
price system without it. But we could equally well work in 
another way. We could allot to each commodity or factor 
the demand and supply equation for that commodity or factor, 
as before; but we could allot to the rate of interest the equa- 
tion for the demand and supply of money. If we do this, 
the equation for loans becomes otiose, automatically follow- 
ing from the rest. ‘‘Savings”’ and “Investment” are 
therefore automatically equal. 

This latter method is the method of Mr. Keynes. It is 
a perfectly legitimate method, but it does not prove other 
methods to be wrong. The choice between them is purely a 
question of convenience. 


This is not so clear as Prof. Ohlin, since the meaning of “ de- 
mand and supply for loans” is not defined. But Mr. Hicks 
expressly refers in this context to being influenced by the ideas of 
the Swedish economists. I assume, therefore, that he means much 
the same as Professor Ohlin. 
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My text from Mr. Robertson is to be found in his comments 
on my book printed in the Quarterly Journal of Economics 
(November 1936), especially pp. 175-191, which conclude :— 


Ultimately, therefore, it is not as a refutation of a common- 
sense account of events in terms of supply and demand for 
loanable funds, but as an alternative version of it, that Mr. 
Keynes’ account as finally developed must be regarded. As 
such its terminology seems to me unfortunate in directing 
our attention away from the factor which in the later stages 
of a monetary expansion usually proves to be of decisive 
importance. 


Mr. Robertson gives no reference to where the ‘‘ common- 


sense account of events in terms of supply and demand for loan- 
able funds ”’ is to be found, beyond a footnote referring to the 
passage by Mr. Hicks quoted above; but I take this to mean that 
he too accepts a treatment more or less on the above lines. I shall 
assume, therefore, in what follows that Prof. Ohlin’s theory is 
representative of the general line of approach in question. 

We will now return to Professor Ohlin’s argument. Assets 
in different forms will have prices in terms of money such as 
to make them equally attractive to the marginal holder, 
having regard to all the circumstances. The gross supply of 
credit, according to his definition, is then the aggregate money- 
value thus established of all the assets in existence; whilst the net 
supply of credit during a given period is, in the same way, the 
money-value of the increment of all the assets during the period. 
Prof. Ohlin argues that this quantity—.e. the net supply of credit 
—measures the net willingness of individuals to increase their 
holdings of claims and assets. ‘‘ Naturally,’”’ he continues, “ the 
quantities each individual is willing to supply depend on the 
interest rates.” But what does this mean? The net supply of 
credit, thus defined, is exactly the same thing as the quantity of 
saving; and the conclusion is exactly the same as the classical 
doctrine, over again, to the effect that the quantity of saving 
depends on the rate of interest. 

What about the demand for credit? “ Similarly,” Prof. Ohlin 
explains, “ the total supply of new claims minus the reduction in 
the outstanding volume of old ones gives the demand—also a 
function of the rates of interest—for the different kinds of credit 
during the period.”’ In other words, the net demand for credit at 
different rates of interest is exactly the same thing as the quantity 
of net investment at different rates of interest. 


1 Te, the influence of productivity. 
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Finally, Prof. Ohlin concludes, “ the prices fixed on the market 
for these different claims—and thereby the rates of interest—are 
governed by this supply and demand in the usual way.” Thus 
we are completely back again at the classical doctrine which Prof. 
Ohlin has just repudiated—namely, that the rate of interest is 
fixed at the level where the supply of credit, in the shape of saving, 
is equal to the demand for credit, in the shape of investment. 
“xactly the same argument applies as that which Prof. Ohlin 
has used at the very commencement of his article (p. 221 above) 
where he writes: ‘‘ Obviously the rate of interest cannot—with 
the terminology used above—be determined by the condition that 
it equalises the supply of and demand for savings, or, in other 
words, equalises savings and investment. For savings and invest- 
ment are equal ex definitione, whatever interest level exists on the 
market.” For—with the terminology used above—the net 
supply and demand of credit are equal ea definitione whatever 
interest level exists on the market. ; : 

The above is altogether remote from my contention that the 
rate of interest (as we call it for short) is, strictly speaking, a 
monetary phenomenon in the special sense that it is the own-rate 
of interest (General Theory, p. 223) on money itself, i.e. that it 
equalises the advantages of holding actual cash and a deferred 
claim on cash. 





II 


What is it that makes the ‘supply and demand for credit’ 
theory of the rate of interest plausible to so many people? And 
why does Prof. Ohlin begin his explanation by saying “ 'To explain 
how the rates of interest are actually determined, we need, how- 
ever, a causal analysis which runs chiefly in ea-ante terms,” 
although the distinction between ex-ante and ex-post disappears 
from the rest of his argument ? 

I suggest that there may be two other sources of confusion 
distinct from that which we have just discussed. The first is 
concerned with the ambiguity of ‘ credit.’ Prof. Ohlin means by 
‘credit’ the total supply of loans from all sources. But other 
writers mean by it the supply of bank loans. Now, although 
changes in the quantity of bank loans may, subject to certain 
conditions, be equal to the changes in the quantity of bank money, 
the resemblance of this also to my theory would be only superficial. 
For it is concerned with changes in the demand for bank borrowing, 
whereas I am concerned with changes in the demand for money ; 
and those who desire to hold money only overlap partially and 
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temporarily with those who desire to be in debt to the banks. I 
do not propose, however, to pursue further this second possible 
source of confusion; partly because it raises a distinct set of issues 
which have some interest and importance in themselves; and 
partly because I do not know at all clearly what those have in 
mind who (if there are any such) believe that the rate of interest 
depends on the demand for new bank loans, and would, therefore, 
prefer to wait until someone has explained this theory (if there is 
such a theory) as clearly as Prof. Ohlin has explained his. 

I proceed to the third possible source of confusion, due to the 
fact (which may deserve more emphasis than J have given it 
previously) that an investment decision (Prof. Ohlin’s investment 
ex-ante) may sometimes involve a temporary demand for money 
before it is carried out, quite distinct from the demand for active 
balances which will arise as a result of the investment activity 
whilst it is going on. This demand may arise in the following way. 

Planned investment—i.e. investment ex-ante—may have to 
secure its “ financial provision ”’ before the investment takes place ; 
that is to say, before the corresponding saving has taken place. 
It is, so to speak, as though a particular piece of saving had to be 
earmarked against a particular piece of investment before either 
has occurred, before it is known who is going to do the particular 
piece of saving, and by someone who is not going to do the saving 
himself. There has, therefore, to be a technique to bridge this 
gap between the time when the decision to invest is taken and the 
time when the correlative investment and saving actually occur. 

This service may be provided either by the new issue market or 
by the banks ;—which it is, makes no difference.1_ Even if the 
entrepreneur avails himself of the financial provision which he 
has arranged beforehand pari passu with his actual expenditure 
on the investment, either by calling up instalments in respect of 
his new market-issue exactly when he wants them or by arranging 
overdraft facilities with his bank, it will still be true that the 
market’s commitments will be in excess of actual saving to date 
and there is a limit to the extent of the commitments which the 
market will agree to enter into in advance.” But if he accumulates 
a cash balance beforehand (which is more likely to occur if he is 
financing himself by a new market-issue than if he is depending 
on his bank), then an accumulation of unexecuted or incompletely 

1 It might make a difference to those who maintain that the rate of interest 
depends on the demand and supply for uw bank loans, as distinct from loans in 
general. But I am not now discussing this question. 


2 This point is made by Mr. Kalecki: ‘‘ A Theory of the Business Cycle,” 
Review of Economic Studies, February, 1937, p. 85. 
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executed investment-decisions may occasion for the time being an 
extra special demand for cash. To avoid confusion with Prof. 
Ohlin’s sense of the word, let us call this advance provision of 
cash the ‘finance’ required by the current decisions to invest. 
Investment finance in this sense is, of course, only a special case 
of the finance required by any productive process; but since it is 
subject to special fluctuations of its own, I should (I now think) 
have done well to have emphasised it when I analysed the various 
sources of the demand for money. It may be regarded as lying 
half-way, so to speak, between the active and the inactive balances. 
If investment is proceeding at a steady rate, the finance (or the 
commitments to finance) required can be supplied from a revolving 
fund of a more or less constant amount, one entrepreneur having 
his finance replenished for the purpose of a projected investment 
as another exhausts his on paying for his completed invest- 
ment. But if decisions to invest are (e.g.) increasing, the extra 
finance involved will constitute an additional demand for money. 

Now, a pressure to secure more finance than usual may easily 
affect the rate of interest through its influence on the demand for 
money; and unless the banking system is prepared to augment the 
supply of money, lack of finance may prove an important obstacle 
to more than a certain amount of investment decisions being on 
the tapis at the same time. But ‘finance’ has nothing to do 
with saving. At the ‘ financial’ stage of the proceedings no net 
saving has taken place on anyone’s part, just as there has been 
no net investment. ‘Finance’ and ‘commitments to finance’ 
are mere credit and debit book entries, which allow entrepreneurs 
to go ahead with assurance. 

It is possible, then, that confusion has arisen between credit 
in the sense of ‘ finance,’ credit in the sense of ‘ bank loans’ 
and credit in the sense of ‘saving.’ I have not attempted to 
deal here with the second. It should be observed that a con- 
fusion between the first and the last would be one between a flow 
and a stock. Credit, in the sense of ‘ finance,’ looks after a flow 
of investment. It is a revolving fund which can be used over and 
over again. It does not absorb or exhaust any resources. The 
same ‘finance’ can tackle one investment after another. But 
credit, in Prof. Ohlin’s sense of ‘ saving,’ relates to a stock. Each 
new net investment has new net saving attached toit. The saving 
can be used once only. It relates to the net addition to the stock 
of actual assets. 

If by ‘ credit ’ we mean ‘ finance,’ I have no objection at all to 
admitting the demand for finance as one of the factors influencing 
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the rate of interest. For ‘ finance’ constitutes, as we have seen, 
an additional demand for liquid cash in exchange for a deferred 
claim. It is, in the literal sense, a demand for money. But 
finance is not the only source of demand for money, and the 
terms on which it is supplied, whether through the banks or 
through the new issue market, must be more or less the same as the 
terms on which other demands for money are supplied. Thus it 
is precisely the liquidity-premium on cash ruling in the market 
which determines the rate of interest at which finance is obtainable. 

The above analysis is useful in exhibiting in what sense a heavy 
demand for investment can exhaust the market and be held up by 
lack of financial facilities on reasonable terms. It is, to an im- 
portant extent, the ‘financial’ facilities which regulate the 
pace of new investment. Some people find it a paradox that, 
up to the point of full employment, no amount of actual in- 
vestment, however great, can exhaust and exceed the supply 
of savings, which will always exactly keep pace! If this is 
found paradoxical, it is because it is confused with the fact that 
too great a press of uncompleted investment decisions is quite 
capable of exhausting the available finance, if the banking system 
is unwilling to increase the supply of money and the supply from 
existing holders is inelastic. It is the supply of available finance 
which, in practice, holds up from time to time the onrush of ‘ new 
issues.’ But if the banking system chooses to make the finance 
available and the investment projected by the new issues actually 
takes place, the appropriate level of incomes will be generated out 
of which there will necessarily remain over an amount of saving 
exactly sufficient to take care of the new investment. The con- 
trol of finance is, indeed, a potent, though sometimes dangerous, 
method for regulating the rate of investment (though much more 
potent when used as a curb than as a stimulus). Yet this is only 
another way of expressing the power of the banks through their 
control over the supply of money—.e. of liquidity. 


Ill 


The theory of the rate of interest which prevailed before (let us 
say) 1914 regarded it as the factor which ensured equality between 
saving and investment. It was never suggested that saving and 

1 Though any particular actual investment may, of course, fall short, for 
various reasons, of the investment, which was intended at some earlier period. 
(It is difficult to make this precise because aggregate ex-post investment in any 
period cannot be related to, or compared with, the aggregate ex-ante investment 
at any specified previous date.) As for the concept of ex-ante saving, I can 
attach no sound sense to it. 
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investment could be unequal. This idea arose (for the first time, 
so far as I am aware) with certain post-war theories. In main- 
taining the equality of saving and investment, I am, therefore, 
returning to old-fashioned orthodoxy. The novelty in my 
treatment of saving and investment consists, not in my maintain- 
ing their necessary aggregate equality, but in the proposition that 
it is, not the rate of interest, but the level of incomes which (in 
conjunction with certain other factors) ensures this equality. 

I should, however, like to take this opportunity to correct a 
misunderstanding which runs through Mr. Hawtrey’s criticisms of 
my work, in his Capital and Employment, and indeed occupies a 
major fraction of them. In spite of my best attempts to explain 
the contrary to him, Mr. Hawtrey is convinced that I have so 
defined Saving and Investment that they are not merely equal, 
but identical. He thinks that ‘ they are two different names for 
the same thing ’ (p. 174), and that in any sentence in which the 
word ‘investment’ occurs, the word ‘saving’ could be sub- 
stituted for it without any change in the meaning (p. 184). It 
would have been easy for Mr. Hawtrey to try the experiment. 
Perhaps the simplest example would be in the passages where I 
speak of individual saving, since it is only aggregate saving 
and aggregate investment which are equal; or he might have 
tried it in the passages where I explain that acts of saving and acts 
of investment are frequently or usually performed by different 
people. 

Aggregate saving and aggregate investment, in the senses in 
which I have defined them, are necessarily equal in the same way 
in which the aggregate purchases of anything on the market are 
equal to the aggregate sales. But this does not mean that 
‘buying ’ and ‘selling’ are identical terms, and that the laws 
of supply and demand are meaningless. Or again, they are equal 
in the same way in which, on Mr. Hawtrey’s definitions, aggregate 
saving is equal to the sum of capital outlay and the increase of 
working capital. 

I occupied much space in the first half of my book by analyses 
and definitions of Income, Saving, Investment and other such 
terms. The excuse and explanation of this are to be found in the 
widespread confusion which has surrounded these terms in recent 
discussions, and the subtlety of the points involved. I felt that 
I had to try to clear the matter up to the best of my ability. 
But, although the final upshot of my discussion is on the whole 
conservative (I do not think that I differ substantially, though I 
have tried to be a little more precise, from Marshall or any of the 
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older economists), these passages have had the unfortunate effect 
of persuading some readers that the clue to the peculiarity of my 
doctrine is to be found here. 

As I have said above, the initial novelty lies in my maintaining 
that it is not the rate of interest, but the level of incomes which 
ensures equality between saving and investment. The arguments 
which lead up to this initial conclusion are independent of my 
subsequent theory of the rate of interest, and in fact I reached it 
before I had reached the latter theory. But the result of it was to 
leave the rate of interest in the air. If the rate of interest is not 
determined by saving and investment in the same way in which 
price is determined by supply and demand, how is it determined ? 
One naturally began by supposing that the rate of interest must 
be determined in some sense by productivity—that it was, perhaps, 
simply the monetary equivalent of the marginal efficiency of capi- 
tal, the latter being independently fixed by physical and technical 
considerations in conjunction with the expected demand. It was 
only when this line of approach led repeatedly to what seemed to 
be circular reasoning, that I hit on what I now think to be the 
true explanation. The resulting theory, whether right or wrong, 
is exceedingly simple—namely, that the rate of interest on a loan 
of given quality and maturity has to be established at the level 
which, in the opinion of those who have the opportunity of choice 
—i.e. of wealth-holders—equalises the attractions of holding idle 
cash and of holding the loan. It would be true to say that this 
by itself does not carry us very far. But it gives us firm and 
intelligible ground from which to proceed. 


IV 


If we mean by ‘hoarding’ the holding of idle balances,! 
then my theory of the rate of interest might be expressed by 
saying that the rate of interest serves to equate the demand and 
supply of hoards—i.e. it must be sufficiently high to offset an in- 
creased propensity to hoard relatively to the supply of idle balances 
available. The function of the rate of interest is to modify the 
money-prices of other capital assets in such a way as to equalise 
the attraction of holding them and of holding cash. This has 
nothing whatever to do with current saving or new investment. 
There can never be available for additional hoards a surplus of 
current saving over and above what is represented by current 
investment ;) and this is just as true if, like Mr. Hawtrey, we 


1 Mr. Hawtrey (Capital and Employment, p. 167) suggests that I should use 
the terms ‘ active’ and ‘ idle’ balances, 
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exclude changes in working capital from our definition of invest- 
ment, since in this case current savings are all absorbed by current 
investment plus the increase in working capital. Moreover, no 
amount of anxiety by the public to increase their hoards can affect 
the amount of hoarding, which depends on the willingness of the 
banks to acquire (or dispose of) additional assets beyond what is 
required to offset changes in the active balances. If the banks 
stand firm, an increased propensity to hoard raises the rate of 
interest, and thereby lowers the prices of capital assets other than 
cash, until people give up the idea of selling them or of refraining 
from buying them in order to increase their hoards. The rate of 
interest is, if you like, the price of hoards in the sense that it 
measures the pecuniary sacrifice which the holder of a hoard thinks 
it worth while to suffer in preferring it to other claims and assets 
having an equal present value. 

I emphasise these obvious matters to clear our minds of the 
idea that the quantity of hoards depends in any way on what 
people are doing with their savings, or that there is any connection 
between idle balances and the conception (meaningless on my 
definitions) of idle savings.? But I have only a limited hope of 
success. There is a deep-seated obsession associating idle balances, 
not with the action of the banks in fixing the supply of cash nor 
with the attitude of the public towards the comparative attractions 
of cash and of other assets, but with some aspect of current 
savings. Even so careful and candid a reader of my recent book 


1 T much prefer Prof. Ohlin’s distinction, which is very useful in some connec- 
tions, between investment ex-ante and investment ex-post, i.e. between designed 
and actual investment, to Mr. Hawtrey’s between investment in fixed and in 
working capital. Indeed, Mr. Hawtrey often needs to distinguish between 
designed and actual changes in working capital, and, if it were not for his emphasis 
on designed changes in working capital due to changes in the short-term rate of 
interest, I believe that Prof. Ohlin’s definitions might suit him better than his own. 

2 For this reason it is not true, as Mr. Hawtrey maintains (Capital and Employ- 
ment, pp. 210 e¢ seq.), that the importance of my theory can be tested by examining 
the magnitude and the variability of hoards. 

3 With Mr. Hawtrey’s definitions idle savings are equal to the increase in 
working capital. If we were to assume (I take this assumption because it probably 
suits Mr. Hawtrey best) that all working capital has to be financed by bank loans, 
an increase in working capital must be associated either with an increase in bank 
assets or with the banks’ disposing in the market of some other asset which they 
previously possessed. If the propensity to hoard is the same as before (and I 
see no reason why the existence of idle savings in Mr. Hawtrey’s sense should affect 
the propensity to hoard one way or the other), and the banks choose the alter- 
native of increasing their assets, the rate of interest will fall; whilst if they choose 
the other alternative, of disposing of an asset, they will be able to do so at the 
previously ruling price and the rate of interest will be unchanged. If, on the other 
hand, the propensity to hoard is changed, then this influence on the rate of 
interest will be superimposed on the influence just discussed. 








252 THE ECONOMIC JOURNAL [JUNE 1937 


as Mr. Hawtrey begins his discussion of it (in spite of my repeated 
explanations that this is not what I say) by writing : “ Mr. Keynes’ 
contention is that a portion of savings will be withheld from active 
investment and accumulated in idle balances, and that the amount 
of this portion depends on the rate of interest, so that the rate 
of interest is determined by the amount of money available to 
form these idle balances.” 

To speak of the “ Liquidity-preference Theory ” of the Rate 
of Interest is, indeed, to dignify it too much. It is like speaking 
of the ‘‘ Professorship Theory ” of Ohlin or the “ Civil-Servant 
Theory ” of Hawtrey. I am simply stating what it is, the 
significant theories on the subject being subsequent. And in 
stating what it is, I follow the books on arithmetic and accept the 
accuracy of what is taught in preparatory schools. 

J. M. Kreynzs 














STATICS AND DYNAMICS IN SOCIAL T ECONOMICS 


§ 1. Tuts article is in the main a protest ag nst the developing 
tradition, in approaching the problems of socialist economics, of 
starting from the consideration of competitive equilibrium, 
instead of going direct to the more fundamental principle of 
marginal opportunity cost. This approach is not only subject to 
methodological criticism as indirect and cumbersome, but is a 
fertile source of actual error deriving from unrealised implications 
of the static nature of competitive equilibrium. As a text on 
which to hang my lesson I choose a recent article by Mr. Durbin, 
which proposes a scheme for socialist accounting that is more 
practicable than one previously outlined by Mr. Dickinson,? and 
which also refutes anew the well-known thesis of Professors 
Mises, Hayek and Halm that a socialist economic calculus is 
impossible. In singling out Mr. Durbin for this purpose, I do 
not mean to suggest that he is peculiarly guilty in this matter. I 
use his article because it conveniently summarises the weaknesses 
of analysis that are common in this field (and are not unim- 
portant for other departments of economics).- Apart from section 
15 (which shows how the static approach that I criticise may 
even fail to answer objections of the ‘‘ Mises” type to socialist 
planning schemes and which tries to make good such a failure), 
the present article is concerned to defend the adequacy of a simpler 
and more direct approach to the positive problems of socialist 
economics. 

§ 2. If we so order the economic activity of the society that no 
commodity is produced unless its importance is greater than that 
of the alternative that is sacrificed, we shall have completely 
achieved the ideal that the economic calculus of a socialist state 
sets before itself. Mr. Durbin notes this most general principle 
of economic calculus when he says (p. 677), ‘‘ The costs of one 
commodity must be assessed in quantities of alternative goods,” 
but, in common with all previous writers on this topic, he fails to 


1 E. F. M. Durbin, “ Economic Calculus in a Planned Economy,’’ Economic 
JOURNAL, December 1936. 
2 H. D. Dickinson, “‘ Price Formation in a Socialist Community,’’ Economic 
JOURNAL, June 1933. 
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recognise its sufficiency. As a basis from which to work he 
therefore chooses the perfectly competitive equilibrium instead 
of the enunciated principle of marginal opportunity cost (whence, 
indeed, the competitive equilibrium borrows all the attractiveness 
that it possesses) 

§ 3. Mr. Durk 1 then examines the usefulness for his purpose 
of three method of economic analysis. These are: (1) the 
Marshallian supp] and demand analysis, (2) the Austrian mar- 
ginal analysis, an. (3) the Walrasian general solution by simul- 
taneous equations. Although a reasonable account of modern 
economic theory by any one of the three methods of exposition 
will contain the identical doctrine, the techniques of economic 
administration suggested by them may well be quite different. 
When Mr. Durbin, therefore, rejects the third or equational 
“‘method ” on account of its lack of usefulness or realism, he 
must be taken as referring to a technique of economic administra- 
tion suggested by it rather than to the system of economic analysis 
itself. There is, indeed, no indication in the article of any recog- 
nition of the difference between the system of analysis and the 
technique of administration. But this again is not peculiar to 
Mr. Durbin, for except upon a basis of some such confusion it is 
difficult to imagine any economist putting forward as a technique 
of administration a scheme, like Mr. Dickinson’s, in which all the 
equations have to be solved before any economic decision is 
reached. 

§ 4. It is natural that just that form of analysis which best 
elucidates the nature of competitive equilibrium should be the 
least useful in suggesting a practical technique of economic ad- 
ministration that will bring about such an equilibrium position. 
The ideal of the former is the inclusion of all the relevant con- 
ditions, and in this the general analysis of the equational method 
far surpasses the particular analysis of the two first methods. 
(At least until the necessary corrections and complications have 
turned them into clumsy versions of the third.) But the ideal of 
the latter is that any officer shall have only a manageable number 
of things to consider. For this the incomplete or partial analyses 
are more useful. Instead of describing the nature of the whole 
system, they indicate what this implies at each point init. This 
is done most consistently by the second, the Austrian or marginal, 
method. If at each point the more desirable alternative is chosen, 
marginal costs are equated to marginal revenues and an equi- 
librium is reached. The second method, then, suggests that if all 
the officers of the economic administration equalise their marginal 
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revenues to their marginal costs—and this is what they would 
have to do if each is simply enjoined to maximise the profits of 
the enterprise under his control—this will suffice to set in motion 
all the forces necessary to achieve the equilibrium. We may call 
this rule, suggested by the second method, Rule Two. 

§ 5. But the equilibrium attained will be the desired com- 
petitive equilibrium only if all the decisions are made under 
conditions of perfect competition. A check on the principle of 
administration suggested by the second method is therefore neces- 
sary to make certain that the equilibrium is the right one. Such 
a check is suggested by the first method—the Marshallian supply 
and demand analysis—which concentrates attention on the fact 
that in the perfectly competitive equilibrium price is equal to 
average costs. If the application of Rule Two results in a devia- 
tion from this norm, the officers may be instructed to subordinate 
Rule Two to another rule, which we may call Rule One, derived 
from the first method and calling for the equalisation of price to 
average cost. | : 

§ 6. Whenever there exist the objective conditions of perfect 
competition, the exercise of Rule Two automatically, though 
indirectly, brings about the equalisation of price to average cost, 
so that Rule One is unnecessary. Whenever Rule One has any 
effect at all, it has the effect of substituting one symptom of 
perfect competition for another symptom, so that the actual 
competitive position, which includes our true desideratum, is not 
reached in any case. No proper choice can therefore be made 
between these two symptoms until we know their relationship to 
the true desideratum. And if we have this, we need no longer 
be concerned with perfect competition at all. The impossibility 
of a compromise between the two rules is not surprising, since 
compromise is in place only between different ends, and never 
between different means. 

Further, it may be that even if both of these rules happen to 
be satisfied, our end is still unreached. Mrs. Robinson has shown 
in her analysis of imperfect competition that if there is freedom 
of entry to an industry, an equilibrium is reached when for each 
firm not only is marginal revenue equal to marginal cost (which 
is what Rule Two prescribes), but price is equal to average cost 
(which satisfies Kule One). Yet the equilibrium is not one of 
perfect competition, and the qualities we desire may well be 
missing from this situation in spite ef the satisfaction of both 
rules. It is not possible, merely by giving rules which provide 


some of the symptoms of perfectly competitive equilibrium, to set 
82 
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up such an equilibrium if the objective conditions for its estab- 
lishment are absent. We must therefore aim directly at our real 
object, the most economic utilisation of resources. What does 
this imply ? 

§ 7. If we assume that the members of the society, in spending 
their income, do not take into acccount the effect of their individual 
purchases on the prices of consumption goods, we can take the 
ratio between the prices at which goods sell freely on the market 
as measuring the ratio between the marginal significance of the 
commodities. This is because every individual, in using his 
income to the best advantage, will purchase more significant 
shillingsworths of commodities in preference to less significant 
shillingsworths, until all the shillingsworths have the same 
attractiveness at the margin to each individual and the same 
marginal social significance. If the prices of all goods are such 
that the resources set free, whenever a shillingsworth less of any 
good is produced, are just enough to produce another shillings- 
worth of any other good, then it will be true that whenever an 
individual chooses between marginal shillingsworths of different 
commodities which give him the same marginal satisfaction, he 
will be causing the same marginal sacrifice of the society’s 
resources. 

This is the condition that must be fulfilled if the resources 
are to be economically distributed. For if it is not fulfilled, the 
consumer will be led to choose a product which gives him less 
satisfaction at the margin (but costs him less) in place of some 
preferred alternative which would have cost society less (but 
him more) than the one he actually chooses. This waste will 
not be limited to the misdirection of resources between different 
final consumption goods, but will be repeated at every stage of 
production where different and substitutable means of production 
are used to produce any intermediate or final product.? 

When manufacturers bid against each other for the factors of 
production, they will not always take the price as given. In 
trying to produce any output at the least cost, they will combine 
the factors in such proportions as make their productivities equal 


1 This assumes that individuals choose best for themselves. Whenever this 
is not considered to be the case, others—normally in the form of the State—can 
choose for them either wholly or partly (i.e., by influencing particular prices by 
taxes or bounties). These others are then the consumers and the whole scheme 
formally remains the same. 

2 The social significance of the first kind of loss has been questioned—I think 
without justification. See M. H. Dobb, Economic Journat, December 1933; 
Review of Economic Studies, February 1935; A. P. Lerner, Review of Economic 
Studies, October 1934, February 1935. 
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not to their prices, but to the cost to the manufacturer of buying 
another unit. This will be greater than the price in the proportion 


eh 
n >? 
where 7 is the elasticity of supply of the factor to the 
manufacturer. Unless the (different) elasticity of supply of each 
factor happens to be exactly the same for every buyer, its marginal 
productivity will not be the same in different uses; and unless 
the elasticities of supply of the different factors happen to be 
exactly equal to each other, their productivities will not be pro- 
portional to their prices. This will mean that the optimum 
distribution of resources is not achieved. The product could be 
increased, in the first case by moving factors from places where 
their productivity is less to where it is greater, and in the second 
case by using more of the factors with a greater productivity 
relatively to their prices and less of the others. 

This waste can be prevented by issuing instructions that the 
use of every factor is to be extended up to the point where 
the marginal physical product multiplied by its price is equal to the 
price of the factor. Or, in other words, up to the point where 
the price of the product is equal to the physical quantity of any 
factor needed to produce another unit of product, multiplied by 
the price of the factor. This value, which has to be equated to 
the price of the product, we shall call the marginal cost.1 

If this principle is universally observed, there can be no loss 
due to the wrong use of economic rescurces. The guiding 
principle that we seek is none other than the equation of price 
to marginal cost. 

§ 8. The true principle seems to be recognised by Mr. Durbin 
in a hesitant sort of way when he says, ‘“‘ The responsible 
Authority . . . could instruct the firm to carry production to the 
point where price covered marginal cost. As long as the plant 
is regarded as a technical fixture equivalent to land (bygones being 
bygones), this is the theoretically desirable course” (p. 685). 
He seems, however, to consider this to be applicable only where 
demand has fallen below the originally expected level, and raises 

1 The concentration on the price of a factor is achieved under conditions of 
perfect competition because then the price happens to be equal to the extra cost 
of buying one unit more. This has very aptly been called the parametric function 
of prices under perfect competition. See O. Lange, ‘ On the Economic Theory of 
Socialism,”’ Part One, Review of Economic Studies, October 1936, p. 59. With 
our rule we need not rely on the conditions of perfect competition being present, 


and we are not upset if, because of the growth of the unit of production or for any 
other reason, the parametric function of prices breaks down. 
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a series of objections to the exclusive use of the marginal 
principle. These are: (1) The suggestion, in the sentence just 
quoted, that the existing plant need not be considered a technical 
fixture. This is a confusion between the economically relevant 
idea of the existing plant which, with all the potential uses to 
which it might be put, is technically given, and the book-keeping 
notion of the “ capital”’ in the plant which can in a sense be 
extracted and re-embodied in some other form. 

(2) “It might be impracticable if anything less than every- 
thing were in the hands of the State’ (p. 685). This is based 
upon a vague belief that marginal cost is less than average cost, 
so that the policy would lead to losses. It arises from the 
gratuitous assumption that the principle is to be applied only 
“when demand decreases ’’ (p. 684), and would otherwise seem 
to be rebutted by Mr. Durbin’s recognition that “losses in one 
direction would always be offset by equal profits elsewhere as 
long as total expenditure were constant ” (p. 685). It is probable, 
however, that Mr. Durbin has in mind a state of affairs where a 
Labour Government has skilfully avoided the class struggle, 
while achieving “socialism” with inevitable gradualness by 
nationalising only such parts of the economy as have to be run 
at a loss. This would indeed mean that the State would, for 
budgetary reasons, have to depart from the principles of a rational 
economic calculus, and in fact would become responsible for 
running at a profit such monopolies as had become too unpopular 
for capitalists to continue to maintain. This is essentially a 
problem of the transition of socialism (though it does not seem 
too promising a road), and adds one more to Dr. Lange’s already 
imposing list} of economic arguments in favour of a speedy 
transition from Capitalism to Socialism. 

(3) ‘Solutions concerned exclusively with marginal products 
. .. would have to be based upon estimated and not upon realised 
marginal products. Now estimates of marginal-value products 
are extremely liable to error. . . . Unless the process . . . can be 
submitted to another type of check . . . the problem is only 
roughly solved ” (p. 679). It is true that imperfections of fore- 
sight will mean that the solution is inaccurate, but it is surely 
illusory to suppose that the loss due to this inaccuracy can be 
overcome by anything other than the improvement of foresight. 
Examination of the degree of error made in the past is of course 
useful, and is indeed essential for improving our estimates of the 


1 O. Lange, ‘‘ On the Economic Theory of Socialism,” Part Two, Review of 
Economic Studies, February 1937. 
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future, and past errors are reflected in the deviation of actual 
from expected proceeds and costs. But these do not represent 
any independent principles which can serve as a substitute for 
foresight. 

(4) “‘ The order to carry production to the point where price 
is equal to marginal prime cost can be justified only on the 
assumption that it is possible to distinguish between the payment 


of prime costs and the maintenance of fixed capital... . But in 
fact no such clear distinction exists . . . the instruction . . . would 
often involve the maintenance of redundant capital indefinitely ” 
(p. 696). 


This difficulty arises only because of a confusion between 
prime and overhead costs. It appears also in another connection 
where it is argued that.‘ If, for example, the ‘ maintenance of 
capital’ consisted in the replacement of one-tenth of a railway 
line in each unit period of time, no capital would ever be available 
for re-investment, because all the capital would be Jost if one or 
two depreciation quotas were missed ”’ (p. 680, n. 1). If it is 
really true that one-tenth of the railway must be rebuilt every 
year if it is to be of any service, then the expense involved in this 
is a prime cost. If it is not covered by price, there is no excess 
of revenue over prime cost, and there is no “ free capital ”’ in the 
railway that might be extracted for other purposes. The capital 
has already been entirely lost, and the railway should be aban- 
doned at once. The resources that have to be applied to keep 
the railway running are more urgently needed elsewhere. If, on 
the other hand, these prime costs are covered (and there are no 
other overhead or replacement costs), there is no reason for 
wishing to liquidate the railway. 

(5) “ In practice the result of the policy would entirely depend 
on the definition of the wnit of output. If the unit of output [on 
the British railways] was a ‘ passenger mile ’ marginal cost would 
be zero; if it were a ‘ train mile’ it would be appreciable; while 
if it were a mile of railway it would be greater still. The general 
directive would lack all precision ” (p. 685, n. 1). This objection 
reflects a widely held opinion which has prevented our simple 
marginal principle from being given its due place in the theory 
of socialist accounting. It is based on a confusion between long- 
and short-period problems, and is best dealt with after we have 
considered these and their interrelations. 

§ 9. Mr. Durbin’s rules for short-period output are: ‘‘ Here 
is a plant... . Make the largest output you can consistent with 
normal profit on the cost of replacing your plant. When... you 
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cannot earn normal profit at all, {hen earn the biggest profit you 
can (i.e. produce at the point where marginal revenue equals 
marginal cost) ”’ (p. 686). The asymmetry—Rule One in the first 
case and Rule Two in the second—is the first indication that 
there is something wrong. 

The first rule appears to be based on some implicit condemna- 
tion of abnormal profit (even when it accrues to the State!) as 
indicating a monopolistic restriction of output.! An alternative 
explanation is that the equilibrium whence the rules spring is 
one that is reached under conditions of ‘‘ complete mobility ” 
(p. 679). In other words, it is a long-period static equilibrium in 
which the net quasi-rent of instruments of production (after 
allowing for depreciation) are equal to the current rate of interest 
on their cost of reproduction. This condition, which is a symptom 
of the absence of any change, indicates the benefits arising from 
the perfection of foresight that is implied in such a situation. 
Mr. Durbin’s compromise between the two rules implies that the 
benefits of perfect foresight (a long-run phenomenon in any case) 
can be reaped whenever it is possible to establish this symptom 
in the short period. 

In defence of the second rule, it is suggested that the existence 
of unused resources would serve as an index of the necessity of 
not replacing them. The cost of this index is that whenever a 
mistake is made, society will not merely have a less useful instead 
of a more useful instrument, but must punish itself further by 
refusing to use the less useful instrument, so that the resources 
wrongly invested are lost altogether and society has nothing at 
all. The rule would also destroy the benefits from any special, 
non-recurring, facilities for the cheap construction of a plant, for 
as soon as the special facilities disappear, the cost of replacement 
rises and monopolistic restriction is authorised. Neither would 
the unused resources form any index of how much of the equip- 
ment should be allowed to perish (or be destroyed ?). For the 
attempt to maximise profit may well result in the use of less 
resources than should be provided according to Mr. Durbin’s 
long-period rules for the determination of the size of the equip- 
ment. Surely it is possible to refrain from repeating a mistake 
without this flagellation! There remain no grounds—as far as 
short-period output is concerned—for departing from the general 
principle of making price equal to marginal cost. 

1 Mr. Durbin recognises that these are not connected when he considers the 
case where “ the normal profit can only be obtained because the weapon of monopoly 


restriction is being used to hold profit up to a normal level”’ (p. 682, n. 1: my 
emphasis). 
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§ 10. For the long-period problem—the determination of the 
equipment to be provided for the manufacture of a particular 
product—we shall have to examine a series of suggested equi- 
librium positions. These can conveniently be shown in the 
accompanying figure. The figure is a development of one given 
by Mr. Durbin (p. 681), in which there appear only the smaller 
U-shaped curves which represent the expected short-period 
average cost (including interest on the cost of constructing the 
plant) for different plants. These are so arranged that the 
envelope to them (the long-period average-cost curve) would 
itself be U-shaped, as it is in our diagram (HH’). That is, the 
centre curves are lower than those to the right or to the left, 
showing that there is an optimum size of the industry, for which 





the plant would produce the product more cheaply than either 
larger or smaller plants. 

The small circles mark the minimum points on the average 
curves where they are cut by their corresponding marginal curves, 
and are put in to show which marginal curve belongs to which 
average curve. The marginal curves are all drawn in broken 
lines, and the average curves in continuous lines. 

Mr. Durbin’s first proposal, that “of producing the largest 
physical output upon which normal profit would be earned” (p. 682, 
n. 1), is shown at A where the demand curve, DD’, cuts the long- 
period average-cost curve, EE’. 

Mr. Durbin’s second proposal, which he identifies with and 
considers to be merely an elucidation of the first, is that “ the 
Trust would construct a plant for which maximum profit . . . 
gave a total profit equal to the market rate of interest on the 
cost of constructing the plant ” (ibid.). It is shown at B where a 
U curve just touches the demand curve. 
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A indicates the plant for which the output, when extended to 
the point where abnormal profit disappears, 7s largest. B indi- 
cates the largest plant which can just earn normal profit at some 
output. At B the plant is larger, but the output is smaller. 
The identification of these two with each other is closely related 
to the mistake made by Professor Viner and brought into the 
light by his obstinate draughtsman. 

Mr. Durbin rejects both of these solutions in favour of one 
taken with acknowledgments from unpublished work by Mr. 
H. T. N. Gaitskell—namely, that that plant should be built 
which will just be able to make normal profits when selling the 
output which it can produce most cheaply per unit. Price will 
then be equal to average and marginal cost. This solution is 
shown at C, where the demand curve cuts a U curve at its lowest 
point (where the latter is also cut by its corresponding marginal- 
cost curve). Unfortunately, however, this solution does not fit in 
with Mr. Durbin’s short-period rules. Only with solution B will 
a fall in demand (relatively to cost) always prevent normal profits 
from being made, and bring Rule Two into operation. At A or 
at C normal profits are made without profits being maximised. 
Demand may fall a long way, or costs rise, or efficiency fall, without 
normal profit falling off or any indication appearing of anything 
needing adjustment. It will not be true that “ the maximisation 
of profit will possess the advantage of revealing automatically 
the existence of surplus capacity ” (p. 686). 

At A price is below both long- and short-period marginal cost. 
The correct short-period output, if this wrong plant has already 
been built, is shown at A’, where price is equal to short-period 
marginal cost. At A’ price is still below long-period marginal 
cost. This indicates that the plant is too large. At B not only 
is price above both long- and short-period marginal cost, but 
short-period average cost is above long-period average cost 
(indicating that some other plant could produce the same output 
more cheaply). 3B’, where price equals short-period marginal 
cost, shows the correct short-period output, if the plant is already 
there. At B’ price is below long-period marginal cost (indicating 
that this plant is too large). 

At C, too, short-period average cost is above long-period 
average cost (indicating that some other plant could produce the 


1 See J. Viner, “ Cost Curves and Supply Curves,” Zeitschrift fiir National- 
dkonomie, September 1931, p. 36, n. 2, where Professor Viner identifies the plant 
which can produce a given output at least total (or average) cost with the output 
that can be produced by a given plant at least average (not total) cost. 
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same output more cheaply). This is not compensated by the fact 
that no other output could be produced at a lower average cost 
by this plant. The consideration of the cheapest output for any 
plant may satisfy the esthetic feelings of the designer of the 
plant, but it is not an economically relevant consideration. 
Professor Viner’s mistake lurks in Mr. Gaitskell’s solution too. 
Price is equal to the short-period marginal cost (indicating that, 
given the plant, the short-period output is correct), but it is less 
than the long-period marginal cost (indicating that the plant 
is too large). 

P shows the true long-period solution Price is equal to both 
long-period and short-period marginal cost, and short-period and 
long-period average cost are equal to each other. 

If the demand curve cuts HE’ on the left-hand or downward- 
sloping side, most of these relationships will be reversed, as can 
be seen from an inspection of the figure. If the demand curve 
cuts EL’ at Q, its lowest point, we find that A, A’, and C coincide 
with P, and these wrong formulations give the right result. If 
the demand curve is horizontal and touches HEH’ at Q, the six 
positions A, A’, B, B’, C, and P all coincide in Q. It is these 
coincidences, which are a result of the existence of the conditions 
of perfect competition, that give plausibility to the theories here 
combated. The preoccupation with perfect competition has 
obscured the fundamental relationships, because in perfect 
competition all the different treatments give the same result. 

§ 11. There remains to be considered the relationship between 
short-period and long-period problems. This is left beautifully 
vague in the simplified directives given by Mr. Durbin to the 
managers: “‘ When you cannot earn normal profit, you will be 
producing less than the capacity for which the plant was built, 
and you must then consider what smaller plant would, working 
to capacity, produce a lower output and earn normal profit. In 
the fullness of time that plant must be built ” (p. 686). We have 
already seen that the need for the plant to work “ to capacity ” 
is a purposeless fetish. What is significant here is the phrase 
“in the fullness of time,” which is the only guide we have as to 
when and how quickly the new plant is to be built. This must 
surely be the nearest English expression for the untranslatable 
word by which the citizens of such countries as Russia or Spain 
show their refusal to recognise time as an economic factor. 

The problem of transition from short- to long-period con- 
siderations disappears as soon as we recognise that every act of 
replacement has to be considered, like any other act of investment, 
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in the light of our general principle. Any marginal item must be 
undertaken if it is anticipated that the price of the service it will 
provide, discounted over the appropriate period at the appropriate 
rate of interest, is greater than the cost incurred. Short-period 
decisions differ from long-period only by the length of time 
elapsing from the moment of deciding to make the investment to 
the moment (or period) of the emergence of the product. 

This shows us how to deal with the problem of replacing a 
plant by another which is considered to be more suitable in the 
long run. While the greater part of the equipment is still good 
for some time to come, it will pay to renew such small items as 
wear out quickly. This will be so as long as the return to these 
—which includes the return to the whole equipment minus interest 
on its scrap value—is greater than the cost of replacing them. 
As time goes on, the number of items to be replaced increases, 
while the return diminishes because the time is approaching when 
to continue using them would entail the replacing of the whole 
of the old equipment, which it will not pay to do. This will not 
be expected to happen, so that the items which are being replaced 
have a shorter and shorter period of useful life to look forward 
to. When the cost of replacement becomes equal to the return 
calculated in this way, replacement ceases, and the old equipment 
is sold for scrap. The new plant, meanwhile, anticipating this 
moment of dismantling of the old plant and perhaps benefiting 
from the diminished efficiency of the old plant, is prepared to 
take over. This procedure, of course, involves a good deal of 
guesswork on the part of the people in charge. To that incom- 
pleteness of human knowledge we must reconcile ourselves. It 
has existed in all forms of human society, and has always been 
responsible for a certain amount of loss. That the loss becomes 
more explicit in a socialist society is certainly a point in favour of 
socialism rather than against it. 

It should be noted that depreciation quotas and supplementary 
costs are not mentioned, so that the pseudo-problems connected 
with the difficulty of distingushing prime from supplementary 
costs dissolve into thin air. The only costs that are relevant are 
costs the incurrence of which is in question. They are therefore 
all prime. Supplementary costs are for us nothing but a useless 
carry-over from capitalistic book-keeping practices. 

The hostile suspicion which generally meets the proposal to 
leave out “ supplementary cost ”’ altogether rests, I think, largely 
on the identification of “ supplementary cost’ with long-period 
(prime) cost. The user of any plant which has already been built 
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is forcibly reminded of this cost by the interest (and repayment) 
that he has to pay on the capital borrowed for that purpose. 
Our proposal therefore looks as if it does not take into account at 
all the cost of building the plant. This is, of course, not so. Our 
procedure is to take into account the cost of building a plant 
whenever the question of building or rebuilding arises, in which 
case the cost is, from the longer-period point of view then taken, 
a prime cost. It does not take into account the cost of building 
when the plant is already built, and the problem in hand is the 
quite different one of using it. 

§ 12. We can now deal with objection 5 (see § 8, p. 259 above), 
which, although appearing to be concerned with some ambiguity 
about units, is really concerned with the relationship between 
decisions of different degrees of “looking forward ’’—different 
“periods ”’ in the scale between the short period and the long period. 
This is hidden by the form in which the objectionis put. It takes 
the British railways as they are now being run, and supposes our 
principle of making price equal to marginal cost to be applied 
to them. This is not permissible, because our problem is essen- 
tially concerned with the ideal distribution of resources, so that 

-to consider the output given and to use our principle to give us 
some “ideal” price naturally leads to nonsensical results. 

(In the case of such a commodity as a railway journey, there is 
the complication that the railway undertaking finds it convenient 
to fix the price of the tickets before it can provide the service. 
This must not be allowed to obscure the fact that our problem 
is the adjustment of output to that at which price equals marginal 
cost, even if we have to adjust output via price manipulation.) 

The British railways are not run on our principle; so that 
there are many empty seats and unused carriages, the charge for 
using which is greater than the marginal cost. To allow people 
to ride in empty seats is a different service from providing another 
train, and both are different from the service of building another 
railway line. In the first service price is certainly above marginal 
cost, and it may often be so for the second, while for the third 
it is very unlikely. But this appears to present a difficulty only 
if the three services are gratuitously assumed to be identical. 
The price for journeys in the trains that are running should be 
lowered until these are full (or until price equals marginal cost at 
zero if that is reached first). Additional trains should be run 
(and the price lowered so as to enable the additional service to be 
used) until the marginal cost of that service is equal to the (antici- 
pated) price of the product. And similarly for the construction 
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of a new bit of railway. In a stationary society, all these prices 
would be equal, since they are the prices of similar services at 
different times. In a dynamic society they will be different, and 
there will be correspondingly different marginal costs. 

The moral of all this argument is that it is not the unit of 
output which is basic, but the unit of input. Where input is 
divisible, the units may be considered as small as is convenient. 
Where there are large indivisible units of input—as when a railway 
is to be built (it being of no use if it is not completed)—the prin- 
ciples are to be applied to this unit. If the returns on it are 
expected to be greater than the cost, it should be undertaken, 
and if not, it should not be undertaken. If we know whether 
any suggested economic activity should be carried through or 
not, that is all that we need to know. 

§ 13. The principle that no item of economic activity should 
be undertaken if the return (the price of the product) is expected 
to be less than the extra cost, might be thought to imply that 
every firm or enterprise should cover its cost. This is not the 
case. The principle applies only to each indivisible item of 
economic activity, but not to any complex of activities such as 
those carried on by a firm, or included in any “industry.” It is 
possible for a firm to run at a loss while keeping to this principle, 
since no account is taken of the effect of one item (or atom) of 
activity on the revenue from some other part of the firm’s activity. 
Thus if there is some output of any product which, if it were pro- 
duced, could, by discriminating monopoly or any other means, 
be made to sell for an amount that would cover the total costs of 
producing the output, that, according to our principle, is an 
indication that the production of that commodity should be 
undertaken. The fact that people are willing to pay so much 
for it means that the product is desired more urgently than any 
alternative for which the resources might be used. 

But such a position is not the final one, for our principle 
requires that in any section of the market where the price is 
greater than the cost of producing another unit, that unit must be 
produced. This will lower the price and destroy the discriminating 
monopoly, and may reduce total revenue below the total cost in 
the final position where there is a uniform price equal to marginal 
cost. The effect of the increase in output on diminishing the 
revenue from another activity (the previous output) carried on 
by the firm finds no place in our principle, since it has no social 
significance, being nothing but a transfer from the seller to the 
buyer. Questions of distribution of wealth between individuals 
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are dealt with in another department of a socialist society, and 
need not be allowed to interfere with the optimum distribution of 
resources. If there exist the technical and economic conditions 
of perfect competition, the sale of the extra unit will not affect 
the price, and price will also be equal to average cost. Again we 
see that where the symptoms of perfect competition are rightly 
to be found they look after themselves. 

§ 14. In spite of all the criticisms of Mr. Durbin’s scheme that 
have here been put forward, it remains a workable one, inasmuch as 
it does give definite directions governing both the kind of equip- 
ment that should be aimed at and the size of output from given 
equipment, and it does this in a way which, judged from the point 
of view of the ideal distribution of resources to a given demand, 
is probably better on the whole than the way in which this is 
done in a competitive economy. 

§ 15. In the penultimate section of his article (§ 5) Mr. Durbin 
quotes the following passage from Dr. Hayek : ‘ 


“Take the case of some unique instrument of production 
which will never be replaced and which cannot be used 
outside the monopolised industry, and which therefore has 
no market price. Its use does not involve any costs which 
can be determined independently from the price of its 
product. Yet it ifis at all durable and may be used up either 
more or less rapidly, its wear and tear must be counted as 
true cost if the appropriate volume of production at any 
one moment is to be rationally determined... .” ? 


In an attempt to dealt with this criticism of socialist costing 
systems, Mr. Durbin misses the point of the example, and makes 
an unnecessary concession to Dr. Hayek. He begins by denying 
that there is “ any difficulty over depreciating factors. However 
specific a factor might be in the short period—as long as it wears 
out, the depreciation allowance made for it continuously converts 


1 In this comparison we must take the theoretical system in both cases— 
i.e., leaving apart such sociological questions as incentive, etc. In general Mr. 
Durbin refuses to discuss these matters in the article considered and he is well 
justified in refusing to accept in the context of the problem of economic accounting 
such criticisms of socialism as depend upon these considerations. He is, however, 
guilty of a similar sin in the opposite direction when he declares it to be a dis- 
advantage of capitalistic production that the managers of joint-stock companies 
will reinvest their quasi-rents in their own enterprise, even if the yield is greater 
elsewhere, because by so doing they safeguard their own jobs (p. 680, n. 1). This 
is not an accounting but a personal or sociological problem which may well be even 
more serious in some forms of socialist economy. 

2 Collectivist Economic Planning : the Present State of the Debate, § 8, pp. 226- 
228. 
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it into a non-specific factor ” (p. 689). This may merely mean 
that in the long period the factor is non-specific, so that the 
short period is not really dealt with at all; the use of the word 
“ continuously ” suggests, however, that the device of charging 
a depreciation allowance solves the problem of determining the 
social cost of using an instrument as against not using it, and 
thus of deciding how intensively to use existing resources in the 
short period. This involves the error of regarding the depre- 
ciation allowance, which is calculated on bygone costs, and 
perhaps based on a bygone estimate of the rate of depreciation, 
as relevant for decisions as to the maximisation of either indi- 
vidual profit or social benefit by current enterprise. What is 
relevant for this purpose is the value of the extra wear and tear 
(prime user cost 1). In long-period static equilibrium long- and 
short-period average and marginal cost are all four equal to each 
other and to the marginal revenue. The depreciation allowance 
(in the widest sense, including allowance for using up raw materials 
—the excess of long-period average cost over prime factor cost) 
is then equal to prime user cost (the excess of short-period mar- 
ginal cost over prime factor cost). There is then no quantitative 
error if one puts the depreciation allowance in place of the prime 
user cost. But such an analytical error becomes quantitative as 
soon as one moves out of the long-period static equilibrium. 
Furthermore, the long-period static equilibrium in which the 
depreciation allowance is equal to the prime user cost may well 
be monopolistic, and not perfectly competitive, so that the 
depreciation allowance can never serve as a substitute for prime 
user cost. 

Mr. Durbin’s defence consists of (a) maintaining that Dr. 
Hayek’s point applies only to eternal instruments—though the 
argument rests entirely on the instrument wearing out at a rate 
that can be varied; (b) showing that even in the case of eternal 
and specific instruments there is no problem as to how they are 
to be used (since their specificity rigidly determines that), but 
only the problem of determining the relative intensity of use of 
several such eternal instruments specific to the same use, and 
(c) denying that this is likely to be important because the only 
example that occurs to him is that of “a bunch of tunnels all 
conveying traffic between the same two places—and all through 


very hard rock!” (p. 690). 
The quite unwarranted concession about “ bunches of tunnels,”’ 


1 Prime user cost is not the same as Mr. Keynes’ “‘ User Cost’? (The General 
Theory of Employment, Interest and Money, Chapter 6). 
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the sarcasm notwithstanding, is of the utmost importance, because 
in the short period—in which we actually live—all economic 
decisions reduce to just such questions of the degree of utilisation 
of (= degree of application of mobile factors to) different items 
of equipment which are largely specific. 

Dr. Hayek’s point is simply that in determining whether to 
use an instrument more intensively, recourse has to be made to an 
estimate of the future uses that are thereby sacrificed, and that 
this is not shown as a cost item independent of the price of the 
commodity being produced. In a competitive economy, how- 
ever, the hiring of the instrument involves a cost which appears 
as an objective item to be considered by the hirer. 

Of course, there is a catch in this. The objective cost of 
hiring the instrument depends upon the estimated value of the 
future use that is sacrificed to the present when the instrument 
is hired, since this governs the hiring fee charged. The question 
is then the sociological one, whether the Socialist Trust is able to 
estimate this future value more accurately or less accurately than 
the competitive owner of the hired instrument, and here we leave 
pure economic theory. 

It is not strictly accurate to say, as Dr. Hayek does, that 
the cost of using the instrument depends upon the price of the 
product itself, and thereby to suggest that the derivation of a 
supply price from the cost would involve circular reasoning. 
The cost depends not on the present price, but on the expected 
future price; and this must be true whatever the form of the 
economy. Dr. Hayek’s movement from the “expected quasi- 
rents ’’ of an instrument to “ the price of its product ” forms an 
effective, if unintentional, trap for economists who are sufficiently 
preoccupied with static equilibrium to take it for granted that 
price and expected price are the same thing. 

§ 16. We have seen that the simple principle of adjusting 
output to the point where price is equal to marginal cost is able 
to deal with all the situations for which considerations of averages 
have seemed to nearly all writers in this field to be necessary. 
The introduction of this second principle is in many cases com- 
pletely inoperative, and in all other cases harmful. What our 
simple principle does, in fact, is to bring about the situation to 
which Professor Pigou’s scheme of taxes and bounties intended to 
guide the competitive economy. In the socialist State it is so 
much simpler, because there is no need for any particular firm or 
industry to cover its costs. It is only another carry-over from 
the capitalistic economy which causes Mr. Durbin to quail before 

No. 186.—vOL. XLVII. 7 











270 THE ECONOMIC JOURNAL [JUNE 1937 
the necessity of what he calls a ‘‘ complex system of taxes and 
bounties ” (p. 686). There are no taxes or bounties. There 
may, indeed, be for any industry or firm a difference between the 
total revenue from sales and total outlay for factors, and anyone 
who wished would collect these figures and call them taxes and 
bounties. But there is no point in doing this that I can see.! 
There is no second general principle. Price must be made equal 
to marginal cost. This is the contribution that pure economic 
theory has to make to the building up of a socialist economy. 
_A. P. LERNER 
London School of Economics and 
Political Science. 
1 Although a somewhat similar procedure might be useful in discovering 


whether the population is above or below the optimum. This, however, is quite 


another problem. 
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THE CONCENTRATION OF ECONOMIC CONTROL IN 
JAPAN 


CONTEMPORARY accounts of the present economic system of 
Japan leave the reader with two apparently inconsistent inter- 
pretations of her industrial and financial structure. On the one 
hand, we are informed that her major industries are operated on 
a large scale, in plants with up-to-date equipment, by huge 
vertically-integrated concerns, and that co-ordination has been 
achieved among merchants, manufacturers, financiers and officials 
to such an extent as to make possible the formulation of a com- 
mon policy with regard to both production and foreign trade. 
Indeed, it is sometimes said that Japan has attained the modern 
stage of ‘“ monopoly-capitalism ” without passing through a 
period of economic liberalism with which Western countries were 
familiar in the nineteenth century. On the other hand, there 
are observers who state that outside the heavy industries the 
major part of Japan’s manufacturing activity is conducted in 
small workshops, and that most of her industries have success- 
fully resisted Governmental attempts to rationalise them. The 
implication is, of course, that modern capitalistic methods have 
penetrated only a small part of her economic life. Evidence 
may be found in support of each of these interpretations, although 
the second certainly comes nearer to the truth. What is not 
generally realised, however, is that the concentration of financial 
power and the existence of large integrated concerns in some 
branches of economic life, and also the predominance of small 
workshops and primitive methods of production in other branches, 
are both symptoms of the immaturity of the Japanese economic 
system. Japan, with a dense population which is still rapidly 
increasing and with scanty natural and capital resources, neces- 
sarily selects, when technical conditions make this possible, 
industries and processes of manufacture which require abundant 
labour and little capital and natural resources. But in certain 
industries, which are considered to be essential parts of the 
economy of a Great Power, the advantages of highly capitalistic 
methods are overwhelming; for technical reasons these industries 
must be conducted in great establishments, if at all. The State 


could only introduce these industries by granting privileges of 
T2 
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various kinds to the few groups that possessed capital and ex- 
perience of large-scale operations, and it still looks to them to 
initiate, under its protection, any new enterprise which is believed 
to be necessary in the interests of national power. It is, then, 
the scarcity of capital and entrepreneurial ability in a country 
with great political ambitions that has led to the appearance 
of a few huge concerns with a wide range of interests in the 
midst of a multitude of very small producers. 

These concerns are popularly known in Japan as the Zaibatsu 
or money-cliques.1 Of these, four are outstanding—namely, 
Mitsui, Mitsubishi, Sumitomo and Yasuda, in that order of 
importance. The term Zaibatsu is also applied loosely to other 
large business groups, like Okura, Asano, Kuhara, Ogawa- 
Tanaka, Kawasaki, Shibusawa, Furukawa and Mori;?2 but 
although these have some features in common with the Zaibatsu 
proper, there are important differences which warrant their being 
placed in a separate class. A brief reference to the early history 
of each of the great Zaibatsu will show how the foundations of 
their present position were laid. The Mitsuis, whose enterprises 
began in the seventeenth century, were great financiers and 
traders even in Tokugawa times, and large-scale organisation has 
been familiar to them for centuries. For example, for many 
decades before the Restoration (1867) they were operating a 
great trading enterprise from which the modern Mitsukoshi 
Departmental Store has developed. In the troubles that pre- 
ceded the Restoration both the Shogun and the supporters of 
the Emperor were appealing to the rich merchants for donations, 
and most of these merchants responded to the appeals of both 
parties. The Mitsuis, however, correctly estimated the outcome 
of the struggle and gave whole-hearted support to the Emperor’s 
party. The result was that when this triumphed, the firm was 
entrusted with the Government’s financial business, and so laid 
the basis of its modern financial supremacy.4 Marquis Kaoru 
Inouye, the great statesman of the Meiji period, worked in close 


1 By analogy with Han-batsu, which means ‘‘ clan-groups ”’ or “‘ -cliques.”’ 

2 Okura is concerned chiefly with trading, mining, textiles and motor-trans- 
port; Asano with cement, mining, iron and steel and heavy engineering; Kuhara 
with heavy engineering, chemicals, mining and aquatic products; Ogawa-Tanaka 
with chemicals; Kawasaki with banking, insurance, rayon and shipbuilding ; 
Shibusawa with banking, shipbuilding and engineering; Furukawa with copper- 
mining and -refining and electrical plant ; Mori with chemicals and electric-power 
generation. 

3% Mitsui Gomei Kaisha, The House of Mitsui, p. 6. 

4 R. Iwai, Mitsui Mitsubishi Monogatari (The Story of Mitsui and Mitsubishi), 
Part I, Chap. IT. 
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association with Mitsui. In return for help given to the new 
Government in times of financial stress, Inouye gave Mitsui 
substantial privileges. For instance, State properties, acquired 
from the Shogun and the clan governments, were sold to Mitsui 
at low prices, and formed the beginnings of their present great 
industrial interests. The famous Mitsuike coal-mine was acquired 
by the firm in this way.. Governmental purchases and sales of 
materials in foreign countries were made through Mitsui, which 
reorganised its trading concern in 1876 and then began to play 
an active part in the import of cotton and the export of raw 
silk.t When the period of territorial expansion began, Mitsui, 
together with other Zaibatsu, was given privileges which enabled 
it to develop colonial enterprises. Since the creation of con- 
stitutional government Mitsui has been closely associated with 
the Seiyukai, one of the two chief political parties, and its officials 
have from time to time held important offices of State. 
Mitsubishi has quite a different origin. Its founder, a samurai 
named Yataro Iwasaki, in the later years of the Shogunate was 
engaged in managing a trading enterprise established by his 
feudal superior, the Lord of Tosa. When feudalism was abolished 
in 1872, this business, then on the verge of insolvency, passed 
into Iwasaki’s hands, together with its chief assets consisting of 
eleven ships. Political troubles occurred in Formosa in 1875, 
and Iwasaki was entrusted with the task of carrying troops and 
supplies, while his merchant fleet was supplemented by thirty 
steamers bought by the Government from abroad. From this 
time the firm, now known as Mitsubishi Shokai, went ahead 
rapidly. The Government was anxious to extend Japan’s mer- 
cantile marine, and through the influence of Count Okuma, a 
friend of Iwasaki’s, financial assistance was granted by the State 
to enable him to buy more ships.? In this way the great Nippon 
Yusen Kaisha was built up. In 1884 Mitsubishi leased the 
Nagasaki Dockyard from the Government, and so began its 
great shipbuilding enterprise. About the same time Yataro’s 
brother Yanosuke began to develop the mining business to supply 
steamers with coal. Later a bank was purchased and a marine 
insurance business started. In 1890 Mitsubishi, under pressure 
from the Government, which was then in financial difficulties, 
bought from it a tract of waste land near the Imperial Palace in 
Tokyo. This land has since become one of the most valuable 


1 R. Iwai, op. cit., Part I, Chap. II. 
2 Ibid., Part II, Chap. I; and Mitsubishi Goshi Kaisha, An Outline of Mitsubishi 
Enterprises, pp. 1-6. 
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sites in the city, for the famous Marunouchi business quarter is 
located there; and from this purchase date the great real-estate 
interests of the firm.! Mitsubishi’s political affiliations have 
been with the Minseito, formerly called the Kenseikai, the second 
of the great political parties. Kato, who was Prime Minister in 
1924, and Shidehara, who was Foreign Minister from 1929 to 
1931, were closely connected with the Iwasaki family. 
Sumitomo’s interests are supposed to be about one-third of 
those of Mitsubishi, although, like Mitsui, it is an old firm and 
dates back to the sixteenth century. In feudal days its main 
activities consisted of copper-mining and -refining, and it also 
conducted a trade in rice. From copper-mining there have 
developed in the modern era its great interests in all the non- 
ferrous metal trades, in chemicals, steel production and coal- 
mining; while out of its rice trade has grown its banking and 
trust business.2 Because of the location of its headquarters at 
Osaka this firm has not had such close connections with the 
Government as have Mitsui and Mitsubishi; but it is concerned 
largely with supplying Government departments and _ semi- 
official enterprises with materials. Yasuda, the smallest of the 
four Zaibatsu, was an important firm of money-lenders in Toko- 
gawa times. Its rise to its present position has coincided with 
the development of banking business in Japan since the nineties. 
It furnished the Government with large loans at the time of the 
Russo-Japanese War, and it has substantial interests in the 
colonies and Manchukuo. Yasuda’s political influence has been 
exerted mainly through the military societies rather than by the 
contacts with political parties. What is especially significant 
is that the rise of the Zaibatsu has depended upon privileges 
extended to them by the Government and upon their ability to 
provide the State with financial and other resources in times of 
stress. They have all benefited from colonial exploitation, and 
in each of the great wars in which Japan has been engaged they 
have earned large profits, both from the provision of loans and 
from supplying war materials. In other words, they have been 
the necessary instruments of national policy and have reaped a 
considerable share of the rewards attending the success of that 
policy. In times of depression and financial panic they have 
greatly enlarged their sphere of interests through acquiring the 


1 R. Iwai, op. cit., Part II, Chap. I. 

2 Sumitomo Goshi Kaisha, Sumitomo (1936), passim; and personal enquiries. 

3 Cf. O. Tanin and E. Yohan, Militarism and Fascism in Japan, pp. 45, 47 and 
51. 





eh oe 


Pl 


Ww 








1937] CONCENTRATION OF ECONOMIC CONTROL IN JAPAN 275 


property of firms in financial difficulties. In the course of 
Japan’s economic development many old concerns have been 
struck down, and their factories and banks have, for the most 
part, passed under the Zazbatsu’s control.1 

What distinguishes the four Zaibatsu to-day from other 
large firms is not merely the magnitude of their interests, nor 
even their close associations with the Government, but also the 
fact that they are pre-eminent at once in finance and also in 
industry and commerce.? In Japan the association of financial 
institutions and industrial and commercial undertakings under a 
single control confers an important competitive advantage which 
cannot be enjoyed by firms which operate in only one of these 
fields. ‘This is largely because there is no considerable section of 
the public willing to invest in industrial securities. The bulk of 
the public’s savings is placed on fixed deposit at the banks or 
entrusted to insurance companies and to the trust companies, 
which have made remarkable progress during the last ten years. 
Some important industrial concerns have, of course, been built 
up from small beginnings through the re-investment of profits. 
But large-scale enterprises in need of outside investment-capital 
have to obtain it mainly by selling their securities to banks and 
other financial institutions; while their working capital is pro- 
vided for the most part by bank loans against promissory notes. 
The small producers, who in the aggregate are responsible for 
the larger proportion of the output of consumable goods, are 
financed by merchants, who, in turn, obtain the bulk of their 
resources from the great banks. Those who control the financial 
institutions can, therefore, play a dominant part in the develop- 
ment of industry. An industrialist who has no bank under his 
control through which the supply of savings may be directed into 
his own manufacturing undertakings, is liable to fall into a 
position of dependence upon some great financial group which, 
because of its associated industrial enterprises, may be in fact a 
rival. It is significant that the great firm of Okura, with sub- 
stantial interests in the heavy industries in Japan Proper, Man- 
chukuo and North China, has been forced recently to seek a 
liaison with Yasuda because of its need for capital. Now, of 
the six “ordinary ” banks of outstanding importance in Japan, 


1 For instance, many of the properties of the Suzuki firm, which collapsed 
during the financial crisis of 1927, were acquired by Mitsui. 

2 This applies particularly to Mitsui, Mitsubishi and Sumitomo. Yasuda’s 
interests are mainly in banking, but it is able to control a large number of industrial 
concerns through the medium of its financial institutions. 

3 Private information. 
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one is controlled by each of the Zaibatsu, and these four banks, 
together with their subsidiaries, possess over one-third of the 
total deposits of the ordinary banks. The trust companies con- 
trolled by these Zaibatsu possess nearly 70 per cent. of all trust 
deposits, and their insurance companies about 20 per cent. of 
the amount insured for life.1 Most of the premiums paid in 
connection with marine and fire insurance pass through the 
hands of the Zaibatsu. Through their investments in the 
securities of industrial companies or through loans made to 
them, the Zaibatsu’s financial institutions are able to control 
smaller banks, electric-light and power companies, gas com- 
panies and private railways, apart from many manufacturing 
enterprises.” 

The power of the Zaibatsu is not, however, limited to the 
control which they can secure through the medium of their 
great financial concerns. A mass of industrial and commercial 
undertakings have been established by them, or acquired from 
their original founders, and are now administered directly as 
part of their enterprise. These include some of the leading firms 
in every line of industry. There are numerous other under- 
takings which, though not directly controlled by the Zaibatsu, 
are brought into close association with them because they hold 
blocks of shares or have appointed many of the directors. The 
Zaibatsu also have large investments in many great enterprises 
not within their sphere of control. This applies to concerns 
that are managed by the State as well as to private under- 
takings.® 

Their range of interests extends to all the modern industries 
of Japan and to some of the traditional trades also. Shipping, 
shipbuilding, foreign trade, warehousing, colonial enterprise, 
engineering, metal manufacture, mining, textiles, and sugar- and 
flour-milling all fall within their sphere. Although each concern 
ranges over a wide field, there are some differences of emphasis. 
-Thus, Mitsui’s foreign trading activities are far more important 
than those of the other three, while its mining properties are 
also very extensive. Mitsubishi is concerned predominantly 
with real-estate, shipping, shipbuilding and engineering. Sumi- 
tomo’s main strength lies in the heavy industries, especially 
non-ferrous metals, and it trades only to a slight extent in pro- 


1 Information provided by Mitsui Gomei; also R. Iwai, op. cit., Part I, 
Chaps. III and IV. 

2 Ibid., Part I, Chap. IV, and p. 358 (chart). 

8 M. Suzuki, Nihon Zaibatsu Ron (An Essay on the Japanese Zaibatsu), Chap. I 
and passim. 
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ducts other than those turned out by its own plants. Yasuda’s 
interests, apart from banking, are largely in colonial enterprise. 

A glance at a few of the leading trades will show the extent 
to which the concentration of control over industry and trade 
has been achieved.t For this purpose we may confine ourselves 
to Mitsui, Mitsubishi and Sumitomo. These three control about 
half the copper production and nearly the same proportion of 
the coal output, and Mitsui Bussan (the trading company of 
Mitsui) alone deals in about one-third of the coal marketed in 
Japan. More than half of the tonnage of merchant ships is 
owned by them. Of the steamers building in 1936 55 per cent. 
of the gross tonnage was being constructed in yards belonging 
to Mitsui and Mitsubishi.2 The Oji Company controlled by 
Mitsui has about 75 per cent. of the capacity of the paper industry 
and Mitsubishi owns the greater part of the remainder. These 
two firms possess 70 per cent. of the flour-milling capacity and 
practically all the sugar-refining mills. Much of the chemical 
industry is in their hands, including the bulk of the ammonium- 
sulphate and artificial fertiliser production. Mitsubishi dominates 
the aircraft industry, and through its control over the Asahi 
Glass Company monopolises the sheet-glass output. About half 
of the goods in warehouses are in those owned by the three great 
Zaibatsu, who also conduct about one-third of the foreign trade. 
Mitsui Bussan alone is responsible for nearly one-fifth of this 
trade; it imports a quarter of the raw wool used in Japan, and 
about the same proportion of the raw-silk exports passes through 
its hands. Toyo Menkwa, another Mitsui concern, until recently 
handled one-third of the raw cotton imports and one-fifth of the 
exports of cotton textiles. Most of the enterprises which have 
been founded to develop the raw material resources of the 
colonies, Manchukuo, China and the South Sea countries have 
been established by the Zaibatsu; for instance, much of the 
Manchurian soya-bean trade is conducted by them or their sub- 
sidiaries. The great cotton-spinning industry is less dependent 
upon the Zaibatsu than are the other large-scale trades. Yet 
even here Mitsui has interests in Kanegafuchi Boseki, and Mitsu- 
bishi in Fuji Gasu Boseki, which are among the six largest com- 
panies in the country; while Mitsui, ‘‘irough its subsidiary, Toyo 
Menkwa, has control over several smaller concerns. Mitsubishi 


1 Information in this paragraph based mainly upon personal inquiries; see, 
also, R. Iwai, op. cit., and M. Suzuki, op. cit., passim. 

2 From an article entitled ‘‘ A Study of the Shipbuilding Boom,” in Zconomic 
Knowledge, Vol. II, Series 16, August 1st, 1936 (translated). 
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controls much of the canned-fish trade, one of the three large 
brewery companies in Japan and one of the two large foreign- 
style confectionery manufacturing companies. The Zaibatsu are 
predominant in the heavy engineering industry. Their interests 
extend to woollen textiles, rayon, cement and petrol-refining and 
-dealing. In all the new industries as they have appeared the 
Zaibatsu have usually taken the initiative. At present Sumitomo 
is developing the aluminium industry, and Mitsui the hydro- 
genation process. The Zaibatsu have been associated with many 
foreign concerns in the development of particular industries and 
have acquired many foreign patent rights. For example, Mitsui 
is associated with Babcock and Wilcox in the control of the 
large boiler-making works of Toyo Babcock. As already indi- 
cated, the close association of these firms with the State has 
led them to invest heavily in official or semi-official enterprises, 
such as the South Manchuria Railway and the special banks. 
The influence of the Zaibatsu extends far beyond the con- 
fines of the concerns which they directly or indirectly control. 
This extension is brought about by several methods. Two of 
these methods have already been referred to. First, through 
their control over the credit machinery of the country they are 
able to dictate policy to their debtors to no small extent. 
Secondly, through the operations of their trading companies 
they are able to bring under their sway not merely the larger 
firms who sell through these channels, but also the multitude 
of very small producers and local factors and merchants who 
depend on those trading companies for working capital as well 
as for a means of reaching the market. Both Mitsui Bussan 
and Mitsubishi Shoji! have long made a practice of advancing 
funds to small-scale producers, providing them with technical 
advice, and sometimes machinery on credit, and then of acquir- 
ing a monopoly over the sale of their products. Sometimes this 
financial control is exerted directly, and sometimes through local 
merchants, who secure the supplies from the small-scale producers. 
Mitsui has even obtained in this way a share of the trade in such 
agricultural products as eggs, milk and fruit. Thus, although a 
large part of Japan’s manufacturing activity has not been 
affected technically by modern methods, yet the control exer- 
cised by large capital interests has penetrated very deeply into 
the country’s life. Since each of the great trading companies 
has behind it a powerful bank, it is clear that large resources 
are available for this type of business. A third method by 
1 This is the trading company belonging to Mitsubishi. 
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which the sphere of the Zaibatsu’s influence is extended is through 
the various cartels and associations which are found in great 
numbers in Japanese industry. When the possession of plants 
entitles a Zaibatsu to share in a cartel’s deliberations, it can 
often determine the policy of a whole industry, and when, through 
its export business, it becomes a member of an Export Guild, 
dealing with a particular product, it can secure a generous share 
of quota allocations. Thus, the coal, chemical and many other 
trades are almost entirely dominated by the Zaibatsu, even 
though they do not possess the major part of the capacity of 
those industries. Where selling syndicates have been formed in 
recent years, Mitsui Bussan and Mitsubishi Shoji have frequently 
been appointed as sales agents. In carrying out Governmental 
schemes for national control over certain industries, they have 
often been given important functions, as in the fuel-oil trade. 
Finally, through the influence which the Zaibatsu can exert over 
the Government, either by the establishment-of connections with 
the leading bureaucrats or by their control over one or other of 
the political parties, they can win considerable advantages for 
themselves through the general direction which they can give 
to policy, as well as through the securing of subsidies, fiscal 
protection for their enterprises, and Government contracts. 
Moreover, the power which they exercise in one field is used to 
develop their business in others. For instance, it is said that a 
Zaibatsu sometimes uses its influence as a banker to induce out- 
side traders and manufacturers to give their custom to its shipping 
lines or stevedoring companies. 

These great concerns—and this is true of all large Japanese 
firms—are family businesses. Control is centred upon a part- 
nership (Mitsui Gomei, Mitsubishi Goshi, Sumitomo Goshi and 
Yasuda Hozensha), the capital of which is owned entirely by 
members of a family or group of families with a common ancestor. 
For instance, Mitsui Zaibatsu has long consisted of eleven families 
who are descended from the founder of the firm. The part- 
nership exercises its control through the holding of shares in 
other companies and through the appointment of directors and 
managers, and it is responsible for all the main decisions upon 
policy. Thus, any proposal to branch out into some new line 
of business would be discussed by the partnership council. ‘This 
does not mean, however, that the family members themselves 
always take an active part in administration. In the House of 
Mitsui actual control was vested in officials even before the 
Restoration. This was according to the famous Banto Seiji or 
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manager-system, and the success of Mitsui can be attributed 
largely to the series of able Banto (managers), who have been in 
its service since the beginning of the Meiji era.1 These Banto 
have been drawn from all classes of the community. At present 
the cream of the Universities and the higher technical and com- 
mercial schools is recruited by Mitsui and by the other Zazbatsu.? 
Each great Banto has trained a number of subordinates of 
promise who have ultimately succeeded him, or have been 
placed in charge of some new branch of business. They are not 
so much employees of Mitsui as fellow-clansmen who devote 
themselves to the service of their overlord, and in this respect 
the organisation of the concern is characteristic of the social, 
political, military and economic life of present-day Japan. Thus, 
a Banto who had been placed in charge of a firm where he enjoyed 
considerable freedom from central control would be expected in 
an emergency to come to the aid of the parent concern. It 
would, moreover, be almost out of the question for a Zaibatsu 
to allow one of its subsidiaries to become bankrupt; the loss 
would be borne by the parent concern. The Banto watch each 
other with a critical eye, promoting those who have shown 
ability and relegating to obscurity even those of high position 
who have made mistakes. Yet the dismissal of a Banto scarcely 
ever occurs. It is in Mitsui that the Banto system is most fully 
developed, but among the other Zaibatsu the same type of 
organisation has appeared. It is true that until recently the 
Iwasaki family retained a great deal of personal control over 
Mitsubishi; but now that the founders have gone the separation 
of ownership and control has been realised in this firm also. 
Until very recently the members of the Yasuda family kept in 
their own hands the direction of their businesses, but even they 
are now withdrawing from active participation.’ 

In the ordinary conduct of business a high degree of decen- 
tralisation is permitted, especially in Mitsui, although subject to 
the qualifications already mentioned. While one branch of the 
concern would naturally obtain its supplies through an affiliated 
company, if other things were equal, yet it would not do so as a 
general rule if it could get better terms from outsiders. In other 
words, each concern is supposed to stand on its own feet and to 
work for its own profit. The method of remunerating officials 


1 R. Iwai, op. cit., Part I, Chap. IT. 

2 Mitsui founded the Tokyo University of Commerce and still recruits its 
administrative staff to a considerable extent from that institution. 

3M. Suzuki, op. cit., Chap. VI. 
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employed by Mitsui gives an indication of the policy that is 
followed. Their salaries, which are relatively low, mark merely 
the rank or grade of the recipient. But besides his salary the 
official receives a semi-annual bonus, varying with the prosperity 
of the branch of Mitsui in which he is engaged. In a prosperous 
branch his bonus is likely to be considerably more than his 
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The companies to the right of the chart are the six main Mitsui concerns 
and their subsidiaries. The companies to the bottom-left are those which are 
completely controlled by Mitsui Gomei, and the capital of which is provided 
chiefly by Mitsui Gomei or the main subsidiaries. 'The companies to the top-left 
of the chart are those in which Mitsui has substantial interests or exercises con- 
siderable influence over policy, although it does not directly control them. The 
figures above the name of each company show the paid-up capital in thousand 
yen, and the figures below indicate the proportion of the capital held by Mitsui 
Gomei or the main subsidiaries. The chart does not include by any means all 
the Mitsui companies or interests, but is intended to give a representative pic- 
ture of the concern’s scope. The information has been obtained mainly from R. 
Iwai, op. cit., Part I and p. 358; M. Suzuki, op. cit., pp. 41 e¢ seg.; and Mitsui 
Gomei, The House of Mitsui. 


salary; in other branches his bonus may be very small. This 
system of payment appears to be peculiar to Mitsui. In Yasuda, 
Mitsubishi and Sumitomo bonuses in the directly controlled 
concerns do not vary with their individual profits, although of 
course in the subsidiaries the situation is different. 

The accompanying diagram is intended to show the range of 
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Mitsui’s interests and the methods by which control is secured. 
It will be observed that the firm makes great use of the holding- 
company device. The assets of Mitsui Gomei consist of the 
securities in other companies. Of these, there are six major 
companies capitalised wholly or mainly by Mitsui and under the 
direct control of the partnership—Mitsui Bank, Mitsui Bussan, 
Mitsui Mining, Mitsui Trust, Toshin Warehouse and Mitsui Life 
Insurance. Each of these concerns in turn controls through 
security holdings or other financial connections and through the 
appointment of directors a large number of other companies, 
which include some of the most important in Japan in their 
several lines of business. For instance, the companies controlled 
by Mitsui Bussan are engaged in the following industries : rayon, 
flour-milling, cotton-merchanting, engineering, electrical appara- 
tus, loom, condensed milk, marine and fire insurance and oil- 
refining. These subsidiaries have interests in yet other concerns. 
Apart from these six great companies, Mitsui Gomei also controls 
large firms such as the Shibaura Engineering Company and, in 
conjunction with other Mitsui concerns, the Hokkaido Mining 
and Steamship Company, Japan Steel Works, Electrochemical 
Industry Company, each of which has several subsidiaries.1_ All 
these concerns are part and parcel of Mitsui. There are other 
very important companies in which the House has only small 
capital holdings but a considerable influence over policy. The 
largest of these is the Oji Paper Company, with a paid-up capital 
of 112 million yen. ‘This firm owns numerous subsidiaries 
engaged in pulp-production, electricity-generation, railway and 
steamship transport and forestry at home and abroad.2 Another 
concern, originally established by Mitsui, but now bound to it 
by a looser connection, is the Kanegafuchi Spinning Company. 
There are others which it would be tedious to mention. Diagrams 
very similar to that on page 281 could be drawn to illustrate the 
interests of the other Zaibatsu, although, of course, their range is 
less extensive. 

A word must be said about the relations of the Zaibatsu one 
to another. Although each concern has a different emphasis, 
yet their interests conflict in many spheres of activity—mining, 
banking, trust and insurance business, chemical production and 
foreign trade. They are jealous of each other’s power, and, as 
we have seen, the rivalry of the two largest concerns extends 


1 M. Suzuki, op. cit., pp. 41-48. 
2 Ibid., p. 57; and descriptive pamphlet issued by the Oji Company in 
January 1935. 
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even to the political sphere. As a general rule, one Zaibatsu 
refrains from lending any financial assistance to enterprises in 
which a subsidiary company of some other Zaibatsu is concerned, 
Nevertheless, in the development of trust companies, which 
during the last ten years have played a very important part in 
Japanese finance, the various Zaibatsu co-operated in the pro- 
vision of capital for each other’s concerns. Further, in the 
establishment of semi-official enterprises, or those considered to 
be of national importance, the Zaibatsu have often subscribed 
capital jointly. Thus, when the Japan Iron Company was 
formed a few years ago to rationalise the iron and steel trade, 
they all invested in it. They have co-operated with the Indus- 
trial Bank of Japan in taking up the debentures of the electricity- 
generating companies; most of them hold shares in the South 
Manchuria Railway, the semi-official banks, the Japan Air 
Transport Company, oil-mining enterprises in Saghalien and 
many other concerns in Korea, Formosa- and Manchukuo.? 
Indeed, their participation is essential in the development of 
colonial regions and in the working out of a policy of power. 
Of late years the Zaibatsu have been subjected to much 
public criticism, and this has led them to modify considerably 
their business methods. The reasons for these attacks deserve 
notice. As long as the Zaibatsu confined their interests to large- 
scale industry, the financing of new enterprises, colonial develop- | 
ment and the administration of concerns of national importance, 
they did not come into serious conflict with that part of Japan’s 
economy which is associated with small-scale manufacture and 
trade and with agriculture. But partly through the ambitions 
of able officials who wished to extend their sphere of control, 
and partly through certain developments in Japan’s economic 
situation, the activities of the Zaibatsu began to encroach on 
fields hitherto outside their scope. In the post-War period 
there was a pronounced movement towards the consolidation of 
banking. This is to be attributed in some measure to the 
deliberate policy of the Government which was anxious to 
eliminate the recurrent financial panics—the concomitant of a 
system composed of numerous small and recklessly-managed 
banks—and also to the gradual disappearance of the minor 
banks by amalgamation or bankruptcy. As a result, a banking 
system has been created which is much less prone than formerly 
to succumb to panic, but the smaller merchants and manu- 
facturers who were the chief customers of the minor banks have 
1M. Suzuki, op. cit., pp. 394-400. 
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suffered from this change. To an increasing extent they have 
been forced within the financial orbit of the Zaibatsu, and they 
have resented this. The trading activities of these great con- 
cerns, moreover, have increased during the last decade, Mitsui 
Bussan having enlarged its range of products to a remarkable 
degree. Small merchants have found themselves driven out of 
markets and small manufacturers have been reduced to depend- 
ence on the great trading companies. It is said that groups of 
small merchants originally opened up the trade with the South 
Seas countries, but that this trade has since been absorbed by 
Mitsui Bussan.1 A few years ago this concern also began to 
trade in agricultural and marine products like eggs and seaweed, 
formerly conducted entirely by small local merchants. The 
intense depression of the period 1929-32 drove many of these 
small concerns out of business, leaving Mitsui Bussan supreme. 
There can be little doubt that Japan’s foreign trade benefited by 
the intrusion of the Zaibatsu into these new lines; but this did 
not prevent the rise of a strong feeling of resentment against 
them. At the same time the growing influence of the political 
parties was objected to not merely by the Army and Navy, but 
also by the peasants and small traders, who saw in that develop- 
ment a further extension of the power of the great concerns that 
were known to control the parties. Frequent political scandals 
fomented this discontent; while the economic distress, the 
consequence of the deflationary policy of the Minseito Govern- 
ment in 1930-31 and of the fall in raw silk prices, was attributed 
to the Zaibatsu also. When Japan was driven off gold at the 
end of 1931, the Mitsui Bank and Mitsui Bussan were charged 
with having made large profits from speculating in the dollar 
exchange. 

Popular disapproval was directed particularly against Mitsui. 
It was the largest of the Zaibatsu; its trading activities were 
far more extensive than those of the other concerns, and so 
affected a greater number of small businesses; and it was more 
efficient and perhaps more ruthless than the others. Sumitomo 
seems to have been most successful in escaping censure, largely 
because its interests were predominantly in the heavy industries 
and because its headquarters were at Osaka, remote from the 
political excitements of the capital.2 For some time before 1932 
Mitsui’s leading Banto had foreseen the danger attending their 

1 Hidekichi Wada, ‘‘ How Big Capitalists Camouflage Themselves,” in Nippon 


Hyoron, June 1936. 
2 Ibid. 
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policy of expansion, and apparently they had decided to pursue 
a more cautious one. But before this change had been put into 
effect, the storm of disapproval had grown, the Press became 
filled with virulent criticisms of the Zaibatsu, particularly of 
Mitsui, and finally Takuma Dan, the chief Banto, was murdered. 
Since then the Zaibatsu have been trying to demonstrate their 
convicticn of sin. The managing director of Mitsui Bussan, who 
had been responsible for its successful forward policy, was 
relieved of his office and was given an obscure position in the 
firm. It was announced that Mitsui would withdraw from 
business in minor agricultural products, and to meet the criticism 
that they were monopolising all the more profitable industries, 
Mitsui Gomei have sold large holdings of shares in some of their 
most important companies to the public, notably shares in the 
Oji Paper Company.! In 1932, three million yen were given to 
the nation for the relief of distress during trade depression, and 
a year later the Mitsui Requital Fund was established with an 
endowment of thirty million yen for the promotion of social 
services.” Mitsui and the other Zaibatsu have also tried to 
divert public attention from their business interests. At one 
time it was customary for new enterprises, when launched by 
Mitsui, to bear the name of the House; but an attempt is now 
being made to confer anonymity upon many of their enterprises. 
Thus Mitsui Tea Company has come to be known as the Nitto 
Tea Company.* After the February Incident of 1936, which 
was to a large extent the outcome of anti-capitalist feeling, the 
family-members announced their intention of withdrawing from 
directorates and from all active participation in the business.* 
A compulsory retiring age has also been instituted which will 
lead to the removal of several of the leading Banto in the course 
of a few years. To placate the Army by showing that they 
are devoted to the national interests the Zaibatsu have estab- 
lished new enterprises that are considered to have political 
importance, such as plants for hydrogenation and for staple- 
fibre production. They have recently provided most of the 
capital for a newly instituted bank which is intended to finance 
small traders and industrialists who are members of manufac- 
turers’ and exporters’ associations. They all exert themselves 
to prevent references to their families from appearing in the Press. 


1 The House of Mitsui, p. 21. 

2 Ibid., p. 24. 

3 M. Suzuki, op. cit., Chap. I. 

4 Hidekichi Wada, op. cit.; and R. Iwai, op. cit., Part 1, Chap. V. 
No. 186.—vouL. XLVII. U 
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The public has scarcely been placated. The new policy is 
commonly known as the ‘‘ Camouflage Policy.”1 It is pointed 
out that the selling of blocks of shares in certain firms does not 
mean the elimination of the Zaibatsu’s control of them. The 
donations to the social services are held to demonstrate not their 
change of heart, but their capacity to pay. Indeed, it is doubt- 
ful if the Zaibatsu have done more than “reculer pour mieux 
sauter.” The smaller industrialists and the raw-silk producers 
and merchants who have to find export markets for their goods 
cannot dispense with the huge resources and world-wide organisa- 
tion of Mitsui Bussan. The public may hate these great con- 
cerns, but its savings will still be entrusted to their efficient 
financial institutions rather than to the less secure minor banks. 
Whatever Government is in office must depend upon the Zaibatsu 
for the resources and expert knowledge needed to carry out its 
programmes of political and economic expansion. The Kwan- 
tung Army cannot develop Manchukuo without their help. The 
Admiralty and the War Office can only extend armaments by 
utilising the resources of the Zazbatsu’s factories, and these orders 
serve to increase their profits. In a time of crisis the Govern- 
ment must turn to them to furnish officials to act as heads of the 
semi-official banks and other public enterprises. It is significant 
that only recently, at a time when the Army has achieved a still 
further measure of control over the political machine, Mr. S. 
Ikeda, formerly president of the Mitsui Bank, and one of the 
Banto who were held responsible for the aggressive policy of 
Mitsui, should be called to the position of Governor of the Bank 
of Japan. The recently-appointed head of the Yokohama Specie 
Bank is a relative of Iwasaki. No doubt the appearance of a 
more liberal régime in economics and politics and the reduction 
of expenditure on armaments and colonial development might 
weaken the grip which the Zaibatsu have upon the economic 
life of Japan; but this cannot reasonably be expected for many 
years to come. As long as Japan persists in the course of 
development upon which she has been set ever since the Restora- 
tion, the Zaibatsu’s power is not likely to diminish. 

G. C. ALLEN 
University of Liverpool. 

1 M. Suzuki, op. cit., Chap. VI. This author points out that all the Zaibatsu 

are now following a similar policy. 














THE PROBLEM OF THE LANCASHIRE COAL INDUSTRY 1 


It is a common characteristic of the depressed areas that all 
have close associations—perhaps mainly historical now—with the 
coal-mining industry. In every area the social problems occa- 
sioned by the decline of that industry differ only in degree. 
The Lancashire coal industry has an unemployed surplus of 
probably 15,000 men and, whilst this surplus may seem small 
compared with that of South Wales, Durham or Scotland, its 
significance can be appreciated when it is remembered that the 
number of persons on the colliery books in Lancashire is now 
less than 60,000, compared with 110,000 in -1920. -Most of the 
unemployed are concentrated in the old central district of the 
coalfield, round Wigan, Ince and Westhoughton, and the demand 
that this region should be officially recognised as a “special 
area’ is both understandable and justifiable. 

In the determination of policy, however, it is important that 
the similarity of the social problem in various coalfields should 
not be allowed to obscure the dissimilarity of its origin. In 
Lancashire, output in 1935 was 43 per cent. less than in 1913, 
the corresponding figure for South Wales being 38 per cent., for 
Durham 27 per cent., and for Scotland 26 per cent. Yet in 
Lancashire output in 1913 was already less than it had been in 
1907. During the nineteenth century Lancashire failed to keep 
pace with other coalfields, and early in the present century the 
trend of production turned definitely downwards.? Output fell 
from over 26,000,000 tons in 1907 to 13,205,019 tons in 1933. 
Not only did the decline of Lancashire antedate that of other 
districts, but it represents almost exclusively the loss of ‘‘ domes- 
tic” markets, whereas South Wales and Durham, and perhaps 
Scotland also, have suffered mainly from the loss of foreign 
markets. There is no instance of a comparable decline among 
the other Midland coalfields primarily interested in ‘“‘ domestic ” 


1 In the present paper the term “‘ Lancashire coal industry ’’ must be under- 
stood to include also the coal industry of Cheshire, which, although very small, 
is geologically and economically part of the Lancashire coalfield. 

2 “Lancashire . . . in the fifties raised more coal than either S. Wales or 
Scotland, and probably came second to the great Northern field in the ’forties 
and ‘thirties.’ J. H. Clapham, Harly Railway Age, p. 435. 

U2 








288 THE ECONOMIO JOURNAL [JUNE 


markets. The decay of the coal industry in Lancashire and 
Cheshire appears so unique that it requires special investigation. 


I 


The first question to be determined is whether the decline of 
the Lancashire coal industry merely reflects a commensurate 
decline of consumption in its customary markets, or whether 
the Lancashire industry has been displaced from its markets by 
neighbouring competitors. This question cannot be answered 
categorically, but there is more than a presumption in favour of 
the latter explanation. 

The markets of the Lancashire coal industry are not merely 
** domestic,” but local. A small amount of Lancashire coal is 
exported from the Mersey, some finds its way into North Wales, 
more goes to Ireland. Taken together, however, these markets 
have probably never absorbed more than 2 or 3 million tons of 
the industry’s total output. The remainder has always been 
disposed of within a short distance of the pit-head, in the local 
industrial areas.1_ And whereas the total output of the Lanca- 
shire collieries is only 13 or 14 million tons, the local consumption 
of coal may be double this. On a conservative estimate it 
amounts to at least 20 million tons, and the difference is made 
up by the importation of coal from neighbouring coalfields, 
particularly from Yorkshire, but also from Nottinghamshire, 
Derby, North Staffordshire and North Wales. Is local con- 
sumption less, or are imports greater than at the beginning 
of the present century ? 

The consumption of coal in the Lancashire industrial area 
and the other markets common to this group of coalfields may 
have shown some decline, especially since the War. In Great 
Britain as a whole, coal consumption was increasing before the 
War, but it has since declined; in 1929 consumption was 5:7 
per cent. less than in 1913, and in 1935 it was 10-6 per cent. less. 
It is sometimes imagined that the decline of consumption in 
Lancashire must have been greater than this because of the 
Post-War depression in the cotton trade, but cotton is not one 
of the great coal-consuming industries, and it is improbable 


1 The greatest gap in our otherwise admirable series of official mining statistics 
is the absence of precise information about the inland consumption, distribution 
and transportation of coal. On the basis of some figures kindly supplied by 
Sir R. A. Burrows, of Lancashire Associated Collieries, it may be estimated that 
at present about 12 million tons of the output of Lancashire is disposed of locally. 
Of this, about 4 million tons go to industrial undertakings, about 3 million tons 
to domestic consumers, about 2 million tons to Public Utility Undertakings, and 
over 1 million tons are retained by the collieries for their own use. 
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that it has ever accounted for more than one quarter of the 
total coal consumption of Lancashire. In the absence of further 
evidence to the contrary, there seems little reason to suppose 
that the trend of coal consumption in Lancashire has diverged 
considerably from that in the rest of the country. There is 
certainly nothing to suggest that the coal consumption of Lanca- 
shire was declining before the War. 

On the contrary, it is very significant that the other coal- 
fields which participate in the Lancashire markets have all 
succeeded in maintaining or increasing their output during the 
present century. The output of the East Midlands group was 
actually 2 million tons more in 1929 than in 1913. Of course, 
it does not follow that this expansion has been at the expense 
of the Lancashire collieries, but the writer is informed that the 
amount of coal carried by the L.M.S. to destinations in Lancashire 
from outside collieries has shown a great increase since before 
the War. It is also significant that the average level of pithead 
values in Lancashire was not formerly so much in excess of the 
level in competing coalfields as it is at present. 

To-day, pithead prices are higher in Lancashire than in any 
other British coalfield except Bristol and Somerset, and this 
permits of higher costs, lower physical productivity, and a more 
intense exploitation of the coalfield than is to be found else- 
where.2, The explanation must be sought in the proximity of 
markets. Lancashire coal has on the average to bear lower 
freight charges than coal raised in Yorkshire or in other districts 
which cannot so readily dispose of their output in local markets.* 
It will be seen from the accompanying diagram, however, that 
since 1882 the increase of prices in Lancashire (where output has 
declined) has been greater than in Yorkshire (where output has 
expanded), and it has also been greater than in N. Wales (where 
output has been fairly stationary). It may be deduced that, 
as the output of Yorkshire has expanded, it has been necessary 
to dispose of it at a greater distance from the pithead than 
formerly; and, as the output of Lancashire has contracted, it has 
been possible to dispose of it closer to the pithead than formerly. 


1 The coal consumption of the cotton-spinning and weaving industries was 
3-79 million tons in 1924 and 2-56 million tons in 1930. See Final Report on 
Fourth Census of Production (1930), Part V, pp. 168-9. The provisional figure 
for 1935 is 2:23 million tons. Board of Trade Journal January 28th, 1937. 

2 It should be noted that in coal-mining high pithead prices and high costs 
are not an indication of “‘ inefficiency ” in any ordinary sense of the term. 

3 It is estimated that the freight charges on coal carried into Lancashire over 
L.N.E.R. lines average about 5s. per ton, yet it can be sold at prices competitive 
with local coal. 
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Hence, it is unlikely that the reduced output of the Lanca- 
shire coal industry has been accompanied by a commensurate 
reduction in the coal consumption of the Lancashire industrial 
area, or in the other customary markets of the industry. If it 

DIAGRAM SHOWING OUTPUT OF COAL AND AVERAGE NET 

SELLING VALUE PER TON AT PIT-HEAD, 1882-1935. 
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had been so, the Lancashire collieries would have been unable 
to reduce their freight charges by confining their sales to a 
narrower geographical area. There would have been no tendency 
for pithead prices to have shown any increasing divergence. On 
the contrary, the Lancashire collieries would have had to seek 
markets farther afield, and this would have narrowed the gap 











- 


== Ww 





1937] THE PROBLEM OF THE LANCASHIRE COAL INDUSTRY 291 


between pithead prices in Lancashire and competing coalfields, 
instead of widening it. 


II 


Having diagnosed the nature of the decline of the Lancashire 
and Cheshire coal industry, it is now possible to examine its 
causes, and to review the various explanations that have been 
suggested. 

(1) Factors tending to reduce the consumption of coal in the 
markets of the industry can only have been of secondary im- 
portance. The ultimate explanation of the decline must be 
sought not on the demand side, but on the supply side—in the 
conditions governing the competitive position of Lancashire 
vis-a-vis other Midland coalfields. In particular, it is impossible 
to endorse the opinion expressed in the recent P.E.P. Report on 
the coal industry that “the production of Lancashire and 
Cheshire has . . . declined heavily through depression in the 
cotton trade.” 1 The Census of Production shows that the coal 
consumption of the cotton-spinning and weaving industries 
declined by 1-23 million tons between 1924 and 1930, but the 
coal production of Lancashire declined by nearly 5 million tons 
in the same period. Moreover, the cotton trade has only been 
depressed since the War, whereas the output of coal was already 
declining before the War. 

(2) The decline of Lancashire is qualitatively in a different 
category from that of S. Wales and Durham. The decline of 
the latter coalfields primarily represents the loss of export markets 
to foreign competitors. The decline of Lancashire primarily 
represents the loss of “domestic”? markets to home competi- 
tors, and it cannot be explained by reference to tariffs, quotas, 
currency adjustments and the political factors that have affected 
the export trade. Even the Irish Tariff War has been of minor 
importance.” 

(3) There is no evidence that the other coalfields have as a 
matter of policy for the past thirty years “dumped” coal in 
Lancashire—in any scientific sense of that term. It may be 
that during periods of depression some outside collieries have 
sold coal in Lancashire at prices below their costs of production, 


1 P.E.P. Report on the British Coal Industry, p. 30. A similar view may be 
taken of the effect of the decline in the Mersey bunker trade. 

2 Shipments to the Irish Free State from the North-Western Ports (including 
Cumberland ports) were only 367,000 tons in 1934, compared with over 1 million 
tons in 1931 and previous years, but there has been a considerable improvement 
in the last two years. 
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and perhaps at lower rates than they obtained elsewhere for 
similar grades of coal.1 Nevertheless, over the period as a 
whole relative costs of production must have been more im- 
portant than price policy. 

(4) The downward trend of production has been too per- 
sistent to be explained merely by reference to a series of untoward 
incidents. Some continuous and persistent causes must have 
been in operation, although their effects may have been aggra- 
vated from time to time by more temporary circumstances. 
The Eight Hours Act of 1908, for example, probably affected 
costs of production more seriously in Lancashire than in other 
districts because, prior to that date, the average working day 
was longer in Lancashire than elsewhere.? The effect of this 
legislation, however, can only have been incidental. 

(5) There seems little doubt that the closing down of Lanca- 
shire collieries has been due in the main to physical rather than 
financial exhaustion. One often hears it said in Lancashire that 
the industry has declined “‘ because the local collieries are worked 
out.” In itself this is a re-statement rather than an explanation 
of the decline, for, in the words of the Samuel Commission, “ this 
obsolescence and closing of collieries is a normal feature of the 
industry, and indeed essential to its nature.” ? What is peculiar 
in Lancashire is that there has been no simultaneous and com- 
mensurate opening up of new collieries as in Yorkshire, nor 
extension of surviving collieries as in N. Wales.* 

In Lancashire the opportunities for profitable reinvestment 
have been so limited that some concerns have had to invest in 
other coalfields. Thus the old Wigan Coal and Iron Company 
opened up the Manton Colliery in Nottinghamshire, and its 
successor, the Wigan Coal Corporation, has recently acquired 
important interests in N. Wales. 

(6) The failure to develop new workings in Lancashire cannot 
be ascribed to the exhaustion of the coalfield in any absolute 
sense. On the basis of the estimates of the Royal Commission 


1 A possible instance is recorded in the Report of H.M. District Inspector for 
Mines, 1925, p.3: “*. . . the importation of coal from Yorkshire into Lancashire, 
owing to the loss of the foreign export trade by the former, has greatly accentuated 
this depression.” 

2 Vide Final Report of Eight-Hours Day Committee (1907), p. 38. 

3 Royal Commission on the Coal Industry (1925), Report, Vol. I, p. 46. 

* Of the collieries operating in Lancashire in 1924, 169 had closed down or 
reduced their staffs by 1935; but of the collieries operating in 1935, only 46 had 
been opened or had increased their staff since 1924. (Incidentally, it is significant 
that such development should have taken place at all after the introduction of the 
quota system in 1930.) See Annual List of Mines, 1924 and 1935. 
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on Coal Supplies (1903-5), it may be calculated that nearly 
4,000 million tons of coal still remain “ available ’’ for working 
in Lancashire and Cheshire. 

(7) The smallness of the new development in Lancashire can 
only be ascribed to a steady rise in the prospective cost of such 
development in Lancashire as compared with other districts. As 
time goes on, working conditions inevitably deteriorate in every 
coalfield. Between 1913 and 1924, for example, the proportion 
of output being obtained from very deep seams or very thin 
seams increased in almost all British coalfields.2 The natural 
conditions appropriate to a constant scale of mining operations 
in each coalfield could only be expected to deteriorate every- 
where at a uniform rate, however, if the reserves of every coal- 
field showed an exactly parallel distribution through successive 
stages of depth, thickness and general accessibility; so that 
costs would rise uniformly in every coalfield as mining operations 
were extended to increasingly less accessible or more difficult 
reserves. Little statistical information is available, but such a 
parallel succession of the reserves of different coalfields is 
virtually impossible. It may be suggested that fifty years ago, 
when workings in all coalfields were confined to comparatively 
shallow depths and comparatively thick seams, a greater amount 
of coal was immediately available under such conditions in 
Lancashire than in Yorkshire, for example. The coal available 
within such limits has now been largely exhausted, and workings 
in all coalfields have consequently been extended to increasingly 
more difficult seams, or to seams of poorer quality. The amount 
of coal which is readily available within the new limits is less in 
Lancashire than in Yorkshire (where the great Barnsley Bed is 
available for exploitation). The position of the two coalfields has 
thus been reversed. 

It is significant that, despite the great fall of output in 
Lancashire between 1913 and 1924, working conditions de- 
teriorated as much, or more, than in competing coalfields. If 
production had been maintained in Lancashire, as in Yorkshire 
or N. Wales, by the sinking of new collieries and the development 


1 In 1904, 5708-55 million tons of coal were estimated to remain unworked 
in Lancashire and Cheshire at depths of less than 4,000 feet, and in seams of more 
than 12 inches thick. Of this total, 1178-21 million tons were estimated to be 
unworkable, and over 600 million tons have since been raised. These estimates 
appear to exclude the concealed coalfield which may underlie the Cheshire basin, 
and they may also exclude certain seams and areas only recently explored by 
the Geological Survey, for which see W. B. Wright (ed.), The Geology of 
Manchester, p. 191. 

2 Royal Commission on the Coal Industry (1925), Report, Vol. I11, Appendix 18. 
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of new workings, it may be conjectured that the relative de- 
terioration of working conditions in Lancashire would have been 
even more pronounced. The consequent increase of costs would 
have been so great in Lancashire that the output of the district 
could only have been disposed of with serious financial losses. 
Thus, the scale of mining operations in Lancashire has been 
reduced in order to escape prospective rather than actual losses. 

It may be concluded that, fundamentally, the decline of the 
Lancashire coal industry is to be ascribed to circumstances 
inherent in the geological character (not the quantity) of the 
reserves of the Lancashire coalfield, as compared with the reserves 
of neighbouring coalfields. 


III 


The decline of the Lancashire coal industry has been a serious 
matter for the local mining community. It would have been 
even more serious had not the existence of transport costs enabled 
pithead prices to rise more in Lancashire than in competing 
coalfields, in the manner already indicated in Section I. This has 
strengthened, not reduced, the competitive power of Lancashire, 
for it has facilitated the working of seams that otherwise would 
have been too poor or too difficult to work. The benefit to the 
local mining community in this direction has, however, been at 
the expense of local consumers, who have to pay more for their 
coal. 

It is interesting to speculate whether one of the factors 
handicapping Lancashire industry in recent years has been the 
loss of its former advantage of relatively cheap fuel. The only 
alternative to continuing to exploit the local coalfield and paying 
relatively high pithead prices is to import coal from neigh- 
bouring coalfields and to pay relatively high freight charges. 
This was the disaster W. S. Jevons feared would overtake British 
industry as a whole. Unfortunately, he confused the issue in 
his celebrated tract on The Coal Question by concentrating 
attention on the supposed absolute rise in British coal prices, 
instead of on the extent to which coal prices would rise more, 
or fall less, in Great Britain than in other producing countries.! 

1 If this interpretation of Jevons’ book is correct, it should be noted that 
(unlike Mr. Keynes’ interpretation in the Journal of the Royal Statistical Society, Vol. 
XCIX (1936), p. 519), it does not presuppose “* a demand for coal increasing in a 
geometrical progression.”” Even if the general demand for coal were contracting, 
the geological circumstances indicated above might entail a greater cessation of 


development in one coalfield than in others, and this would adversely affect the 
consumers adjacent to such a coalfield. 
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In this way, however, he did contrive to call attention to the 
international significance of the inherent instability of coal- 
mining. Nationalist economic policies apart, there is no more 
reason to expect a stable relationship between the output and 
prices of different coal producing countries than there is to 
expect such stability between different coalfields within the same 
political frontier. In the last analysis, the decline of Lancashire 
(and the simultaneous expansion of Yorkshire) might differ only 
superficially from the decline of South Wales or Durham (and 
the simultaneous expansion of coal production in certain conti- 
nental countries). 

The decline of the Lancashire coal industry thus illustrates a 
feature of coal-mining that is important for consumers as well 
as producers, for nations as well as localities. Nevertheless it is 
a feature which has not been accorded the recognition it deserves 
either in the formulation of theory or in the determination of 
policy. ' " 

Theories of location usually take natural resources as given, 
and the location of extractive industries is then considered to 
be determined by the proximity of consuming centres—if indeed 
it is considered at all.1_ An element of instability is obvious 
enough whensome mineral deposits become exhausted and new ones 
are discovered, as frequently happens in the case of precious metals. 
It is less obvious in the case of the coal industry, where the out- 
put of some coalfields may decline although they are far from being 
worked-out, and the output of other coalfields may expand 
without any unexpected discoveries (as distinct from planned 
exploration). The point to be emphasised is that the extractive 
process itself modifies the locational distribution of the reserves of 
coal which are available for immediate exploitation. Thus, the 
location of mining activity that is appropriate to one stage of 
extractive operations may not be appropriate to a subsequent 
stage. There is no reason whatever why development should 
proceed regularly in every coalfield, even in the absence of 
market disturbances, or geological discoveries. 

The social and industrial consequences of this inherent 
instability of the industry might conceivably be provided for 
in advance. The decline (or expansion) of a coalfield might be 
predicted and anticipated if our knowledge of the reserves of 
competing coalfields were sufficiently detailed. Unfortunately it 
is not, and practical policy is confined to dealing with each 
situation as it arises. 

1 Cf. Ohlin, Interregional and International Trade, p. 190. 
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In Lancashire efforts have been made to reduce mining costs 
by technical improvements and to reduce the costs both of 
production and distribution by extensive reorganisation.1 Such 
efforts are wholly commendable, but the possibility of keeping 
always ahead of other districts in these respects is obviously 
limited. The ‘‘ Buy Lancashire Coal ’”’ campaign, with its appeal 
to irrational sentiment, is a more dubious expedient. The most 
debatable question is the extent to which the plight of the local 
mining community would justify the imposition of additional 
burdens on local consumers. For example, the importation of 
coal from neighbouring coalfields might be restricted by mani- 
pulation of the quota system, and this might entail higher prices. 
It would certainly be undesirable to stereotype indefinitely the 
existing output of the various coalfields, by means of the quota 
system or otherwise. It must be clearly recognised that the 
contraction of some coalfields and the expansion of others is a 
normal feature of the industry of which full account should be 
taken in any attempt at ‘“‘ economic planning.” 

WILFRED PREST 
The University, 
St. Andrews. 


1 The Lancashire coal industry has been more thoroughly reorganised since 
1926 than any other district except South Wales, and Lancashire Associated 
Collieries has provided a model for similar joint selling organisations in other 
districts. 














SPECIAL OBSTACLES TO FULL EMPLOYMENT 
IN A WEALTHY COMMUNITY 


THE object of this article is to continue the work begun by Mr. 
Keynes in Chapter 22 of his General Theory, in which he discusses 
the relationship between his own ideas and those of various other 
writers. The first line of thought which may be related in this way 
is that embodied in Professor A. G. B. Fisher’s book, The Clash of 
Progress and Security; moreover, it is one which is almost wholly 
complementary. According to Mr. Keynes, employment is liable 
to be undesirably restricted because the increasing income would 
lead to saving at a rate in excess of the investment which appeals 
to entrepreneurs as profitable. Without denying the existence 
of this increasing gap between income and consumption, we should 
obviously examine what causes will influence its magnitude, and 
it is here that we may apply Professor Fisher’s technique. As a 
community’s real income increases it will devote a decreasing 
proportion of it to satisfying its primary needs, and will want to 
spend a greater amount on luxury and semi-luxury goods and 
services. It is essential, therefore, that resources should be willing 
and able to enter the industries ministering to our “ higher ”’ 
requirements. But, as he shows, there are many powerful reasons, 
some of which I shall discuss later, why this desirable tendency is 
frustrated. The more this is the case, the more difficult becomes 
the problem of securing full employment. For, assuming it is 
achieved, consumers will not be offered the things which under the 
circumstances it is natural that they should buy. Since these are 
by definition non-essential, there is a strong presumption that they 
will not take any active steps in the matter, and the result of 
inaction is (automatically) saving. Thus, in Mr. Keynes’ termin- 
ology, the failure of resources to move readily into the newer 
industries reduces the propensity to consume, and we can only 
have full employment by raising still further the rate of invest- 
ment; but the older industries are most unlikely to offer suf- 
ficiently attractive fields, however low the rate of interest may be 
brought; so our goal is rendered less likely of attainment by this 
route also. 

What, then, are the principal reasons why resources are un- 
willing or unable to move to a field where the reward should 
presumably be higher? They may mostly be summed up in the 
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one phrase “ the Desire of Individuals for Security.” This need 
not surprise us, for it is this same force which is really the main 
cause of Mr. Keynes’ troubles. We save very largely for the sake 
of security against future risks, both known and unknown—the 
latter being perhaps the more important because their scope is less 
limited. This applies not only to individuals, but perhaps even 
more to business units, where the management like to be on the 
safe side, to avoid possible trouble with the shareholders later on; 
there is apparently no limit to the hidden or visible reserves which 
they consider it advisable to accumulate so as to be prepared for 
any contingency. But the matter does not end there. In dis- 
posing of our wealth, whether current savings or past accumu- 
lations, our fears lead us to keep it “ liquid,” both so that it shall 
be readily available in case of need, and so that it shall not 
depreciate in capital value. Up to a point, this is, of course, 
perfectly reasonable, and may be essential. But it is totally 
unnecessary for the owner of a large fortune to be able to turn the 
whole of it into cash at a moment’s notice, as one might imagine 
from the emphasis laid on marketability as a prime requisite of an 
investment. Whatever its origin, this desire for security means 
that it needs a higher rate of interest to tempt us even into 
government bonds, and on top of this there is the differential to 
cover the risk of any particular enterprise turning out badly. On 
both scores the inducement to invest is weakened, and the diffi- 
culty of securing full employment increased. Moreover, the 
factors act and react on one another in a most disastrous way. 
The desire for security hampers investment by increasing the cost 
of securing finance, and so renders full employment less likely. 
But the prospect of reduced spending power due to unemployment 
reduces the anticipated return from most lines of investment and 
strengthens the general desire for security ; and we can follow the 
vicious circle through as many revolutions as we like. If full 
employment could be established as the normal thing, so that 
people believed in its continuance, then the inducement to invest 
would receive a tremendous stimulus and the saving motive would 
be weakened; a high rate of interest could be borne without 
difficulty, and might even be necessary to prevent the situation 
developing into what mosi people still call (pace Mr. Keynes) a 
dangerous boom. 

1 This emphasis on marketability probably owes its origin not so much to the 
idea that the investor can secure money if he needs it, as to the notion that the 
investment is thereby rendered safe, because if it turns out badly he will be able 


to avoid loss by selling out in time—in other words, every one assumes he will be 
cleverer than the next man. 
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In these and other ways the desire for individual security 
hampers the development of industry in general. But it operates 
with particular force to restrict the growth of just those branches 
which are particularly needed in a progressive community—the 
ones which minister to our higher wants. The process takes many 
forms. On the side of labour (in the broadest sense) we often find 
an undue preference for the old occupation and a reluctance to 
jettison painfully acquired skill (however little rewarded it may be) 
in order to venture on untrodden paths; the force of inertia, 
though often exaggerated, is none the less real. Perhaps more 
important, the workers in the “higher” industry have often 
enjoyed quasi-monopolistic privileges in the past, which have 
brought them in a relatively large income, and they seek to 
preserve these by keeping the newcomers out. This may be 
applied to the professions (in the wide sense) which are always 
said to be overcrowded but seldom reduce their fees; but it is 
seen most disastrously in many expanding semi-luxury trades, 
where the workers demand a wage considerably above that earned 
in the older basic industries, and effectively prevent newcomers 
under-cutting them. Even if we agree with Mr. Keynes that 
lowering the general level of money wages is not of great import- 
ance as a means of increasing employment, there can be no denying 
the harmful effects of an “ artificial” raising of the relative level 
in those industries which ought to expand. Yet the search for 
individual security will lead each group to strive for a higher 
reward, protected by exclusive regulations. It is no use explaining 
that their alarm is at least partially unnecessary, because full 
employment would lead to a great increase in the demand for their 
services; some loss is to be expected, and in any case they will 
prefer the bird in the hand. 

The reluctance of labour, on the one hand to cut its losses and 
start again, on the other to renounce its protective customs, is 
important, but fairly well recognised. Probably more important 
and not so generally recognised are the obstacles on the side of 
capital. After all, it is the entrepreneur who must take the 
initiative; if capital is unwilling, then labour is almost powerless. 
But it appears that the controllers of capital are becoming steadily 
less willing to venture on risky enterprises, and are devoting their 
attention more to conserving what they already have. Some of the 
reasons for this will be developed at greater length later on, but 
it is sufficient here to note the increasing relative importance of 
small and medium-sized fortunes; the high rates of taxation, 
which reduce the rewards of risk-taking; the increasing use as a 
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medium for investment of life-assurance companies, which must 
from their nature place security first and prefer bonds to equities ; 
and the increasing separation of ownership from management, 
which is highly likely to induce a spirit of conservatism. It may 
be that the joint-stock company is now losing the vitality which 
it inherited by taking over the traditions and managing personnel 
of older forms of organisation. The emphasis laid by nearly all 
chairmen on its ‘thoroughly liquid position” as a sovereign 
virtue of the company is typical of the modern spirit. 

Now, there can be no doubt that the higher industries are 
essentially risky, and, as such, call for a very large proportion of 
equity capital. They minister to our wants, rather than to our 
needs, and our wants are both variable in their direction and the 
first things which suffer retrenchment in adversity. Thus the 
capitalist who enters such an industry runs a dual risk—even if 
prosperity is maintained, the public fancy may be diverted to 
other products, whilst a general slump would fall particularly 
heavily on this type of activity. We are faced once more with the 
vicious circle. Unless these industries are expanded, we shall not 
get full employment; but unless the correspondingly enhanced 
national income is considered probable and reasonably durable, 
then these industries are dangerous and unattractive fields for 
capital. The circle can only be broken by owners of capital being 
willing to run the necessary risks; but, in fact, capital seems to 
grow ever more timorous, the costs of bringing enterprise and 
capital together are high, we have a taxation system which reduces 
greatly the prospective rewards to the successful, and labour 
pursues a policy of charging a higher price wherever it can, thus 
discouraging expansion at the very points where it might be 
possible. 

There are other features of these industries which make it 
hard to secure an adequate rate of expansion, though they are 
mostly related to the central theme of riskiness. The first corre- 
sponds to the opposition of established workers to the admittance 
of newcomers. In its more obvious forms it is well known, and has 
been a standard argument in the socialist case for many years. 
Expansion of these industries is fully as likely to reduce the value 
of some existing capital as it is to undermine the position of the 
older craftsmen. Hence it is resisted by all sorts of monopolistic 
devices, legal and illegal, designed to protect the position of 
established units. The growth of large-scale organisation has 
probably made this more important, and also enabled it to take 
more subtle forms. For as it becomes increasingly the practice for 
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ownership and management to be separated, so the introduction 
of new or cheaper products comes to depend more and more on the 
initiative of a few people in close touch with the industry, who will 
then apply to the public for more capital; if they are concerned 
to maintain the value of existing assets, they can go a very long 
way to thwart expansion simply by not unde: taking it themselves. 

But there is yet another very powerful reason why “ the 
working of the price system ” does not ensure an adequate supply 
of capital in these industries. The market for its products is, of 
its very nature, bound to be highly imperfect. They are for the 
most part sold to a large number of purchasers, each of whom 
spends only a small part of his income on them (and that only the 
“ surplus,” to which nice calculations are not likely to be applied) ; 
they are non-standardised, in the sense that each producer’s wares 
have somewhat different characteristics, which appeal differently 
to different purchasers ; and demand is likely to be highly erratic. 
They are the very antithesis of standardised staples like tin, wheat, 
cotton, etc., where any producer (broadly speaking) knows that 
he can sell his output on the same terms as everybody else. With 
a market of this type, the potential entrepreneur may have only 
the haziest idea of the amount he can sell at any given price (or at 
any price at all), and is faced with very heavy marketing costs, 
especially at the start. Goodwill and business connections are 
half the battle, and here the newcomer inevitably sees himself at a 
disadvantage ; even if his goods are not of a completely new type, 
there will probably be the need for an expensive advertising 
campaign to get them on the market. The inexpert purchaser 
must be taught to appreciate their superior qualities, or to imagine 
them; and there is the moral certainty that his entry into the field 
will provoke a rival campaign on the part of established producers. 
The inevitable instability and imperfection of the market are 
certain to hamper investment in these spheres, especially where 
enterprise has got to secure capital by persuading sceptical out- 
siders; but the desire for individual security makes each producer 
try to safeguard his position, and so increases still more the 
initial expenses and uncertainty of the newcomer. The price 
system does not fulfil its classical function in attracting producers 
because, in effect, there is no market price. 

One last word on the international aspect of the problem. 
Granted that a real solution can only be found by directing 
resources into these risky industries which cater for the higher 
wants which accompany greater income, yet any one country may 
seek an escape by producing basic goods which were formerly 
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imported. We may have industrial countries pursuing a policy of 
‘* back to the land ” behind the shelter of tariffs, quotas and the 
like, whilst agricultural countries develop inefficient but familiar 
secondary industries. If the creditor countries take the lead in 
this respect, driven to seek a favourable balance of trade by 
inability to expand either home investment or home production 
and consumption of tertiary products, then the rest of the world 
is helpless; we get all the familiar features of economic nation- 
alism. 

I have done no more than sketch some of the forces which 
hamper the direction of resources into those industries the demand 
for whose products will expand (or can be made to expand) as the 
community’s income increases. The result may be summarised 
thus. If an individual’s real income increases, he devotes the 
increase very largely to satisfying his higher wants, including the 
desire for an increased holding of wealth; the same is true of a 
community, unless income is deliberately redistributed. The 
desire for a store of wealth is particularly important, because it is 
the one which is satisfied automatically unless some other becomes 
effective, but essentially the two uses for increased income are 
alternative. If, however, there are technical or other obstacles 
which prevent the productive resources of the community from 
being employed in satisfying these wants, then the increase in the 
community’s income, if secured at all, is likely to be very pre- 
carious. It will depend on some part of the community accepting 
a very poor return (best visualised as entrepreneurs working at a 
loss), or on misguided optimism, or on the Government under- 
taking a large amount of unremunerative public works. Mr. 
Keynes takes the forces affecting the nature of the current pro- 
duction more or less as given, and shows how technical obstacles 
and the desire for security may prevent the rate of interest falling 
sufficiently to encourage investment; his analysis is particularly 
applicable to the problem of the short-period level of employment. 
Following Professor Fisher, I have tried to show how this same 
desire for security may act in another way to prevent resources 
entering tertiary industries on a sufficient scale; this analysis is 
more relevant to a longer-period study of the possible growth of 
income due to capital accumulation and improved technique. 

Mr. Keynes has shown the relation of his analysis to that of 
Mr. Hobson, and it is not difficult to bring it into the scheme of 
this article. Mr. Hobson seeks an escape from the dilemma by 
redistributing incomes in favour of the poorer section of the com- 
munity who will be more willing to spend them; Mr. Keynes has 
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pointed out that the analysis is weak on the theoretical side, 
because it ignores the possibility of stimulating investment (e.g. in 
housing) by lowering the rate of interest. To this we may add that 
it also ignores the stimulation of consumption by the better-off 
classes through facilitating the production of tertiary goods. 
There is, however, one advantage of Mr. Hobson’s remedy which 
should be noticed. The increased income of the poorer section of 
the community not only raises the propensity to consume without 
necessitating any great change in the nature of the industrial 
production; it also creates a large number of openings for profit- 
able investment (assuming that it is accepted as a permanent 
feature), again without any great industrial change. Indeed, the 
redistribution may be effected in such a way that the benefit is 
concentrated almost wholly on investment. This is true, for 
example, where housing subsidies are used to finance a scheme of 
differential rents; by arranging to redistribute present and future 
national income in favour of the poor, we render profitable a great 
deal of investment in house-building. 

The essential point is that if technical factors and human 
prejudices prevent our securing full employment and a rising 
income either through investment or through more varied pro- 
duction, then we can try redistributing incomes. This will stimu- 
late consumption, and will also have the advantage of increasing 
investment, in both cases along familiar lines; the three methods 
of analysis are in no sense contradictory or irreconcilable. At this 
point we may consider the ‘“‘ remedy ” of shorter hours. As Mr. 
Keynes has pointed out, in the short period this is largely a 
defeatist remedy—we may remove unemployment (though the 
technical difficulties are very great), but only at the expense of 
renouncing the possible rising income. There is, however, a little 
more to it than this. In the real world, perfect competition is 
notable for its absence, and in many spheres shorter hours may 
lead to a genuine gain in income by the workers at the expense of 
the entrepreneur, without any adverse effects on output; this 
will certainly be true, for example, where utility companies are 
limited to a fixed money dividend, if money wages are maintained. 
In this way the propensity to consume is increased, and moreover, 
the products demanded will be of the familiar type. But apart 
from such transfers in favour of labour, there will be a greater 
equality of incomes if the work is shared and more time in which 
to spend them. This may not be very important in the case of 
wage-earners, but with the salaried classes it will surely both 


increase and simplify the demand for consumption goods. More- 
x2 
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over, in the longer period the increased leisure will make the 
demand for tertiary products more insistent, though not neces- 
sarily greater in money amount; in other words, people will be 
less likely to lapse into automatic saving if they have more time 
to indulge in amusements. We may conclude that in a closed 
system shorter hours can make a real contribution towards in- 
creasing output, which becomes more important the longer one 
waits; the principal danger is that industries in a strong bargain- 
ing position may exploit the rest of the community in order to 
maintain their level of real income per head. 

It is scarcely necessary to emphasise the importance of popu- 
lation trends in relation to this analysis. An increasing popula- 
tion helps in three distinct ways. There is firstly the effect on the 
propensity to consume; a man with a family will in general spend 
a greater amount than a bachelor with the same income, though 
this may have to be qualified in so far as the richer classes save in 
order to provide for their widows and orphans. There is secondly 
the effect on the nature of the consumption; the family man 
spends more on basic commodities, which give industry little 
trouble. And there is thirdly the obvious increase in the openings 
for investment. If we can find no other way, a tax on bachelors 
to finance child endowment (or at least greater income-tax allow- 
ances for wife and children) may prove helpful. The essential 
point is that this is once more complementary to the other lines of 
approach, and, like the other “ remedies,’’ must be applied with 
due regard to time and place. Nobody would dream of suggesting 
it to a country whose real problem was one of poverty rather than 
of abundance; but even in wealthy communities there is a danger 
of a shortage of particular natural resources (if only building land) 
which may make other methods preferable. 

So far we have been concerned only with different approaches 
to the problem, and have found no essential contradictions. 
There remains, however, the question of the means by which we 
may seek to implement the various analyses; will the practical 
measures designed to help in one respect prove disastrous in 
another? We may agree, for example, that encouraging tertiary 
industries and redistributing incomes so as to simplify demand 
are wholly complementary policies, approaching the problem from 
opposite ends; yet the measures needed to carry them out may be 
incompatible. It is impossible to cover the whole ground, but a 
brief survey shows that this is unfortunately often the case. 

Let us start with high graduated taxes on income. These will 
certainly have the effect of raising the propensity to consume, and 
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probably of simplifying demand, to an extent which depends on 
the use made of the revenue. But they diminish the inducement 
to invest, and particularly the inducement to invest in risky 
enterprises. This comes about in several ways. Firstly, the 
attraction of holding bonds rather than liquid cash or very short- 
term loans is reduced by the tax on the interest; consequently a 
greater quantity of money will have to be created by the banks to 
reduce the rate of interest to any given figure, and the psycho- 
logical minimum, below which it cannot be reduced, is raised. 
Secondly, there is the well-known fact that the tax falls on the 
premium needed to cover the risk of loss of capital, with no com- 
pensation; this increases the gap between the gilt-edged rate and 
the rate for industrial borrowing. And, thirdly, the tax generally 
reduces the “‘ quality ” of the nation’s savings by spreading them. 
This aspect of the dilemma is particularly well illustrated by the 
case of company reserves. The practice of allocating large sums 
to reserves is one of the most potent forces keeping down the 
propensity to consume, and so seems to call for taxation. But 
these reserves frequently act as the mainspring of enterprise. 
They are already in the hands of the directors of industry, thus 
saving the costs involved in raising finance; and they can be used 
for investment which is hazardous or slow to yield returns, without 
risking unpopular cuts in dividends or bankruptcy. A heavy tax 
on them, coupled with a heavy tax on the rewards of successful 
enterprise, strikes both at the principal means and the incentive 
to experimental investment. 

What, then, of death duties? They do not raise the rate of 
interest by increasing the relative attractiveness of cash, nor do 
they reduce immediately the rewards of successful enterprise ; 
they do not even affect allocations to reserves, and of all taxes 
they are the most effective for raising the propensity to consume. 
But they also have their disadvantage in affecting the “* quality ”’ 
of capital supply. Even more than taxes on income they tend to 
produce greater equality of wealth, and with equality there almost 
inevitably comes timidity. It is essential to remember that in 
drawing up the schedule of the marginal efficiency of capital, it 
is the profits as estimated by the potential supplier of capital which 
count, and we must deduct his estimate of risk and the cost of 
bringing him and the promoter together. The greater equality of 
wealth produced by death duties (and a fortiori the results of a 
capital levy) may have a disastrous effect on these items, which 
will be particularly damaging to the tertiary industries. 

What can we say of the policy of “ restoring capitalism ”’ by 
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attacking the monopolistic devices induced by the desire for 
security or simply by the desire for a higher income? If it were 
possible really to make people behave according to the dictates of 
classical perfect-competition analysis, then clearly much of the 
difficulty of expanding tertiary industries would disappear. But 
however much we break down trade unions to prevent “ arti- 
ficial ’’ raising of wages in these industries, however much we try 
to make entrepreneurs compete who know it would pay them to 
make gentlemen’s agreements, we can not escape from the fact 
that these industries are risky, their market is essentially im- 
perfect and capital is very shy of venturing into them. This is not 
to say that we could not do a fair amount to encourage the 
capitalist by removing these handicaps. But the people who are 
the most competent to undertake the enterprise are often the ones 
who stand to lose most by depreciating the value of their present 
capital, and the others ‘ will not have it at any price ’—for 
reasons which, from their point of view, are perfectly sound. 
Under such circumstances the advocate of economic liberalism is 
living in a fool’s paradise if he imagines the State has only to make 
a few rules about “ restraint of trade ” and then rely on individual 
self-interest. The rules will be extremely hard to enforce (witness 
the U.S.A. anti-trust laws), and particularly so in the tertiary 
industries, with their fluctuating and imperfect market; and if 
the owner of capital prefers security, nothing will induce him to 
embark on these essentially speculative ventures. It is no use 
pointing out how easily everything would work if we lived in a 
different sort of world—the world of perfect competition and 
abundant desire for risk-taking. 

We must not, however, go to the other extreme, and deny that 
anything can be done in the matter. Steps can be taken, though 
they will not be popular, to restrict the worst abuses, and we can at 
least give them such little encouragement as is politically possible. 
Moreover, we can take positive steps, albeit small ones, to organise 
a supply of capital for these industries. The obvious suggestion 
is an investment trust which will renounce the attractions of 
playing snap on the Stock Exchange, and copy the example of the 
mining finance houses in investing capital in new enterprises. The 
essential point is that the luxury trades need equity capital, not 
loans. The difficulty is, of course, that they do not present such 
similar problems as gold mines, the question of marketing being 
particularly acute. We must not therefore expect too much from 
such a scheme, but it has no off-setting disadvantages. Something 
may also be done by making people realise that however basic or 
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fundamental an industry may be, yet we can have too much of it; 
and conversely (a more difficult matter) that we cannot as a com- 
munity enjoy an increasing income unless we are prepared, liter- 
ally, to enjoy it—z.e. to produce and consume more non-essentials. 
To a limited extent we can seek an escape by preparing for future 
consumption of essentials, but if we are not prepared to spend 
more liberally, then the result is, sooner or later, not that we fail 
to make use of our increased income, but that we never get it; or, 
if we do, it is only because some over-optimistic entrepreneurs are 
incurring losses to balance our financial prudence. It is quite 
useless to try to prove that effective demand is never deficient by 
saying that in practice “ hoarding ”’ is negligible; you cannot in 
any case define ‘‘ hoarding ”’ (does every fall in the velocity of 
circulation connote hoarding ?), but the real point is that insuf- 
ficient effective demand prevents our ever getting the increased 
income to hoard. 
W. B. Reppaway 


University of Melbourne. 








NATIONAL INCOME AT ITS CLIMAX 


In the field of national income study in this country, we 
have been witnessing a long-drawn-out race in which Knowledge 
has been trying to catch up with Events. In the early years 
of the present century, the compilers of an international biblio- 
graphy of national income statistics, when they came to this 
country, had to fall back on Baxter’s monograph published forty 
years earlier. Professor Bowley’s detailed study of the national 
income of 1911 was not available till 1919, but by the time he and 
Sir Josiah Stamp published their study of the national income of 
the year 1924, the lag had been reduced to only three years. 

For some years after 1927 Knowledge stood still while Events 
again ran ahead. In 1932 the present writer attempted to obtain 
approximate figures up to and including 1931, and has recently 
suggested a technique whereby the figures of national income can 
be kept continuously up to date at quarterly intervals. Two 
methods are available—one based in the first instance on statistics 
of consumption, the other on statistics of output. Quarterly 
figures of national income have been calculated in this way over 
the period 1929 to 1936. The two series show a maximum 
divergence of 3 per cent., and generally differ by only about 
1 per cent., over this period. Certain other factors, possible 
determinants of short-period changes in the national income, 
were also examined in detail. 

This present point of time, when Knowledge seems at last to be 
overtaking Events—or perhaps even getting ahead of them and 
becoming capable of predicting their course—is a strange time 
for the overtaking to have taken place. For in the opinion of 
many shrewd financiers and economists, we are now just reaching 
the climax of a boom, with all the intricate and subtle phenomena 
which, theory tells us, take place at such times. Others think 
that considerable further progress is possible before the boom 
finally breaks, though sharing much the same views as to the nature 
of the factors which must eventually bring the boom to a stand- 
still. Can national income figures throw light on these questions ? 

The principal concern of all trade-cycle studies, whether 
theoretical or statistical, is to determine the course of, and the 


1 National Income and Outlay, pp. 204-6. 
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factors affecting, the two fundamental variables of consumption 
outlay and investment outlay, and their sum, which by definition 
must equal total outlay or total income. The utility of various 
measures of “ business activity ’’ depends on the closeness with 
which they measure changes in real national income : the possibili- 
ties of predicting the general course of economic events depend 
on the extent to which the factors governing changes in con- 
sumption, investment, and income can be analysed. National 
income, whether it is known or unknown, is the variable which 
enters into every equation. Without this concept, the statistical 
study of trade fluctuations degenerates into what is merely an 
up-to-date form of astrology. Indeed, it is perhaps significant 
that on the Continent the statistical study of trade fluctuations 
is still called ‘“ conjuncture.” This is a phrase of astrological 
origin. The medieval merchant, wishing to forecast the market 
for spices, used to call in an astrologer, and judging from the 
extent to which his services were in demand, he obtained accurate 
results in as big a proportion of cases as present-day Conjuncture 
Institutes and Economic Service Bureaus. 

National income statistics in Britain for the last four years 
have been a record of rapid and almost unbroken increase. In 
1933 gross national income was £4,334 millions, and net national 
income, after deducting depreciation and maintenance costs, was 
£3,962 millions.! Since that date it has risen steadily at the rate 
of £300 millions a year, and in 1936 gross income was £5,276 
millions. 

Not only the absolute level of national income, but also its 
rate of growth, are quite unprecedented. In these three years 
it has expanded by £942 millions. In the whole 25 years from 
1865 to 1890 the increase in the national income, re-expressed at 
present-day prices, was only £960 million. No wonder we feel 
a little unstable. 

This large increase in national income has been principally 
brought about, it will be agreed, by the interaction of what may 
be called an active factor and a passive factor. The passive factor 
was the existence, during the slump, of a vast reserve of un- 
employed resources. The active factor was the increase in in- 
vestment, the new investment consisting largely though by no 
means entirely of house-building. Rising investment caused a 
rise in consumption, through the operations of the Multiplier, as 
described by Mr. Kahn, Mr. Keynes and Mr. Harrod. 

1 Both these figures, in accordance with the definition now used, are inclusive 
of indirect taxation, amounting to £546 millions in that year. 
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But besides the effect of increases in investment, operating 
through the Multiplier, there have been important autonomous 
changes in consumption, which show a secular upward tendency, 
partly due to a somewhat diminished propensity to save, partly 
owing to the disappearance from our financial system of taxing- 
for-sinking-fund which prevailed up to 1932. 

Finally, there has also been a considerable autonomous im- 
provement in exports, which now shows signs of accelerating. 

The following are the estimated quarterly figures of gross 
national income in 1936, in revision and continuation of those 
previously quoted. ‘The figures are inclusive of depreciation 
(about £400 millions a year) and indirect taxation (£600 millions 





a year). 


Gross National Income, 1929—36. 


(£m. per quarter.) 











National National eee 
Consump- Invest- Income Income ons P 
tion (deter- | ment (deter-| (Consump- (inde- es ge 
mined mined tion plus pendent Slee 
directly). directly). Invest- deter- £250 
ment). mination). pe 
1929, qrly. av. 1,037 181 1,218 1,191 481 
1932, i= a 970 110 1,080 1,052 447 
1933, 3 970 111 1,081 1,083 457 
1934, Ne 1,004 155 1,159 1,150 483 
Ist 1,033 178 1,211 1,183 496 
1935. 2nd 1,056 173 1,229 1,215 507 
= herd 1,053 185 1,238 1,232 513 
4th 1,106 184 1,290 1,272 518 
Ist 1,122 182 1,304 1,273 523 
1936/ 24 1,126 170 1,296 1,316 533 
3rd 1,128 189 1,317 1,323 544 
4th 1,173 185 1,358 1,360 551 




















Information so 
shows that the 


same rate.1 


If we want 
must examine 


(Seasonal variations eliminated. ) 


three fundamental questions. 


far available for the first three months of 1937 
increase is still proceeding at approximately the 


to judge whether this increase can continue, we 


The first is the 











passive factor. Do unemployed resources remain, or have they all 
been used up—that is to say, can further resources be brought 
into production only at the expense of a sharp rise in their mar- 
ginal cost? The next question is whether home investment 
can continue to increase, or whether the causes promoting its 

1 The up-to-date figures for each quarter are published in the brochure A 
Commercial Barometer, prepared by Messrs. Pritchard Wood, Charles St., 


London, S.W.1. Copies of this brochure can be obtained free of charge by those 
interested. I am obliged to them for permission to reprint the last figure. 
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advance have now exhausted themselves. The third question 
relates to the probable developments of consumptive outlay. 
So far as people continue to spend what they earn, with a given 
propensity to save, the main factor causing changes in con- 
sumption will be changes in investment operating through the 
multiplier. But changes in the spending of the wealthy generally 
follow changes in their incomes with a considerable time-lag, 
and there is probably a secular tendency towards a diminished 
proportion of saving. The unbalancing of the budget also affects 
the situation. 

Lastly, changes in the level of imports and exports may, if 
considerable, have important effects. 

In this situation we may seek to apply the empirical results 
obtained in Chapter XII of National Income and Outlay. These 
results may be summarised as follows : 

(i) During the period 1929-36 changes in investment 
and changes in national income were related by a Multiplier 
of about 2, subject to a secular increase in the propensity 
to consume. 

(ii) Changes in the consumption expenditure of the 
wealthier section of the community tend, however, to 
follow changes in their income with a lag of between one and 
two years. 

(iii) About half of the national income is represented 
by the net output of manufacture, mining and building. 
These industries appear to be working under strongly in- 
creasing return, and there is as yet no sign of increasing 
marginal costs. 

(iv) The remainder of the national income is produced 
under conditions of constant (or slightly increasing) returns. 

(v) Investment is determined by current profits, the rate 
of interest, and the price of capital goods, subject to a lag 
of about one year. 

If we assume that the Multiplier relationship is literally 
correct, then if consumption is designated by F and investment 
by J, and the Multiplier by pe, then 

AF + Al 
—_  ~? 
Where p = 2 this becomes 
AF = AI or A(F — I) = 0 
The next important consideration—namely, the lag between 
income and expenditure on the part of the rich—can be intro- 
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duced if we modify the above expression. Call the increment in 
profits in any given period AQ,, and consumption and investment 
in the next period F', and J,, then we can write 
A(F, — 1,) = f(AQo) 

This formula is based on the assumption that the outlay of the 
bulk of the community is closely determined by their incomes, but 
that in a case of the rich, increments of outlay may differ consider- 
ably from increments of current income. 

Successive trials of correlation between Q and (F — J) show | 
that a close fit can be obtained if the lag is assumed to be eighteen 
months. Assuming for the present that the function is linear, 
the correlation obtained gives us the regression equation : 


A(F, — 1I,) = 1:22AQ, 
The diagram given ! showing a relationship between changes in 
investment and changes in the ratio indicative of the incentive 
to invest, namely : 


i 
f 
f 
1 
i] 
7 
} 


Profit per unit of output 
Price of capital equipment x Rate of interest 

subject to a lage of twelve months, gives a fairly good, though by 
no means precise, indication of the course of investment. More 
detailed analysis shows that the figures of the various types of 
fixed investment—buildings, ships, machinery, etc.—respond 
with varying degrees of sensitivity and with varying time-lags. 
The longest time-lag is shown by commercial building—nearly 
two years—and this type of investment is also very sensitive to 
the rate of interest. In the case of shipbuilding, a ratio indicative 
of ‘“‘ incentive to invest ’’ can be calculated, using freight rates 
and the price of new tonnage. It is found that figures of new 
(commercial) shipbuilding tonnage commenced follow this ratio 
with a short time-lag. Output of machinery is mainly determined 
by the level of current output in industry as a whole, and is 
independent of interest rates. The output of dwelling-houses 
seems to depend on quite different factors. 

Mr. Harrod’s suggestion, that the output of capital goods is 
determined by the ‘“ Relation,’ a function only of the rate of 
change of output of consumption goods, seems to me a serious 
over-simplification of the case. So, of course, is the Multiplier : 
but this is much nearer to the truth than the Relation. 

We can now, however, begin to get a grasp on the situation. 
According to what has been said above, economic events, for about 


1 Loc. cit., p. 260. 
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a year at any rate, are at any one moment largely determined by 
what has happened already. The activity of the capital-goods- 
producing industries is determined for nearly a year ahead by 
plans which have already been decided, or are now being decided 
on the basis of the present level of profits, costs and interest. 
Only investment in certain types of machinery, and in working 
capital, is likely to show any immediate response to changes in 
circumstances. 

A large part of current investment, in fact, represents the 
execution of plans already decided upon. Even if there is a rise 
in the price of capital goods, the same quantity of investment 
will probably be undertaken, unless the rise in prices is very great. 
But the rise will, of course, affect the plans which are being pre- 
pared for investment in the next period. 

There are, however, few grounds on which we can predict 
the future course of overseas investment (which may of course 
be negative). Imports, exports and shipping earnings appear to 
vary independently, while other invisible exports are almost 
constant, or rise slowly. Not counting gold and silver as com- 
modities, Britain’s balance of payments on income account was 
about zero in 1933 and 1934, + £20 millions in 1935, and —£20 
millions in 1936. During recent months imports and exports 
have risen together, but the great increase in shipping earnings 
has probably somewhat reduced the adverse balance. 

If we can regard the level of investment as determined, the 
level of consumption is then determined by two relationships : 
firstly the Multiplier, secondly the ‘‘ delayed expenditure ”’ factor 
on the part of the rich, i.e. is determined by their incomes eighteen 
months ago. The equation given above can be used. 

It should be noted that these relationships refer to the money 
level of consumption and investment, and not to the real level. 
In a period like the present, for instance, the Multiplier may work 
in such a way that an increase in investment will lead to an increase 
in the money value of consumption outlay, which may be entirely 
neutralised by a rise in the price of consumption goods. 

We must now examine the most important consideration 
of all—namely, the question of changes in prices and costs. 
If further output can be obtained only at the expense of a great 
rise in costs, then, however strong be the Incentive to Invest, 
and however precise be the Multiplier, the advance of national 
income will be checked. 

It is at this point that it is convenient to divide the national 
income into two approximately equal halves—namely, the pro- 
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duction of manufacture, mining and building, and the production 
of other goods and services—together with a third and smaller 
item—namely, the annual value of dwellings, together with the 
invisible income from overseas. The first portion of the national 
income is produced under Increasing Returns, the second under 
Constant Returns, while the third is produced without any current 
expenditure of labour. Measured at 1930 prices (which were 
nearly the same as those of 1936) and inclusive of indirect taxation, 
the outputs of these three branches of economic activity in 1936 
were £2,256 millions, £2,493 millions and £680 millions, respectively. 
Anxiety, however, is mainly felt about the first economic category, 
in spite of the fact that it produces under increasing return. 
No one is seriously worried about the possibility of a sudden 
shortage of houses, or of shop-assistants, or of cinema accom- 
modation. But many people are afraid that manufacturing 
industry is now approaching the limit of its productive capacity, 
and that any industrial output much above the present level can 
be obtained only by the use of inferior plant and labour, at greatly 
increased marginal (or even average) costs. 

It is therefore worth while to devote considerable attention 
to the analysis of costs in this group of industries. Previously 
I showed } that, in Manufacture and Mining taken as a whole, 
average labour costs per unit of output were falling rapidly as 
output increased, and that marginal costs were low and constant, 
if not actually falling. 

A few more results have become available since the book was 
published, carrying us into previously unexplored regions of 
high output. The most recent data indicate that the straight- 
line fall in real labour costs has become somewhat curved—that 
is to say, average real labour costs per unit of output tend to 
fall somewhat less rapidly as output increases. But average 
costs continue to fall, and marginal costs appear to be constant. 

In 1928-29 costs fell along a parallel curve, as output rose. 
But that boom ended while we were still on the steeply-falling 
portion of the average cost curve. 

A similar calculation of average real labour costs per unit of 
output can be made for the U.S.A. for the boom period 1925-29. 
In this case the fall in costs was steeper in the earlier stages of the 
boom, but at the same time was pulled up more rapidly as the 
boom approached its climax. One possible explanation is that 
American industry employs a larger proportion of “ overhead ”’ 
labour, and at the same time finds it more expensive to increase 


1 Loc. cit., pp. 257-9. 
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output beyond a certain limit. British industry has a lower 
proportion of overhead expenses and more flexibility—at the 
expense of a much lower general standard of output per head. 
This question requires further examination. 

In neither case are the data precise enough for an accurate 
calculation of marginal costs. But it appears that in America 
during the period 1925-28 marginal labour costs were about 
50 per cent. higher than average costs, and that in 1929 they were 
rising very rapidly. In these circumstances, whatever happens 
on the Stock Exchange, there is bound to be a break in the 
industrial boom. 

In Britain, however, marginal labour costs are only about 
half of average costs, and only show a slight tendency to rise even 
at present levels of output. A more detailed study ! of average and 
marginal costs in Britain, examined industry by industry, was 
recently made by W. A. Tweddle and Richard Stone, covering the 
period 1928-33. They showed that in every case marginal labour 
costs were below average costs, and in many cases were falling. 

Stability of marginal costs in present circumstances is a good, 
though not unfailing indication that considerable resources, at 
any rate of labour, still remain unused. We should expect that 
if we were now treading the last few steps towards “ full em- 
ployment,” we should find the way marked by rising marginal 
labour costs—although it is possible that the limits of supply of 
certain essential kinds of labour may be reached suddenly and 
without warning. The existence of 1,500,000 unemployed is 
not prima facie evidence of the availability of further resources. 
A large proportion of these are in depressed areas, and also, as I 
have shown elsewhere, there is also a serious occupational mal- 
distribution of working population. There is an oversupply of 
unskilled, and a shortage of skilled and clerical workers. 

The possibility must also be examined, that, while labour is 
still fairly plentiful, there may be a shortage of other productive 
resources, particularly of plant and machinery. The marginal 
cost of industrial capital is perhaps now rising sharply. 

For in spite of the stability of marginal labour costs, there has 
been a marked rise in the price of finished manufactures during 
the last twelve months. This is partly accounted for by the rise 
in the cost of raw materials, but by no means entirely. Since 1930 
the Board of Trade index of prices has given separate entries 
for the prices of raw materials and of finished manufactures. 
We can make an analysis of the average costs and profits per 


1 Econometrica, July 1936. 
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unit of output of manufactured goods (omitting the food and 
drink and building industries, whose produce is not covered by 
the price index of finished manufactured goods). 

The gross output, free of duplication, of these industries in 
1930 was £1,726 millions, which can be analysed as follows: } 


£m. 

(i) Raw materials ‘ ‘ é ‘ Z 389 

(ii) Transport, merchanting and taxes on materials . : 52 
(iii) Wages, salaries below £250, and employers’ insurance con- 

tributions : : ; A : A . 737 

(iv) Depreciation, repairs, advertising, office expenses, rates 192 

(v) Rent profit and interest , ; ; : 356 

1,726 


We can estimate costs of production per unit in succeeding years 
on the following assumptions. The first item will vary with raw- 
material prices. The second can be regarded as constant. For 
the third, we have calculated data of the change in average real 
labour cost, which can be multiplied by current wage rates. 
The fourth represents overhead expenses, and the cost per unit 
is inversely proportional to output. Profits are then calculated 
as a difference. 
We thus find 


Costs and Profits per Unit of Output of Manufactured Goods. 





| | 











| | | Price of 

Raw Transport, | Labour care . > * Manu- 

Materials. ning | Costs. | Oveshenda. | Dees, | factured 

| Goods. 

1930 . ' 22-5 30 | 427 | 111 | 20-7 | 100 

1931 . ‘ 17-2 3-0 | 42-8 12-2 | 18-4 | 93-6 
1932. 15-9 30 | 41-9 | 124 | 195 | 92-7 
1933 . ; 18-1 3:0 | 40-6 | 11-6 20-2 93-5 
19384. —(« 19-8 3-0 | 38-2 10-4 | 23-4 | 948 
1935 . ; 19-9 30 | 36-7 97 | 256 | 94-9 
1936 . ‘ 22-3 3-0 36:3 | 8-9 27°7 | 98-2 
1937, Ist qr. 27-5 30 | 35-4 | 8-4 | 9-7 | 104-0 


| 
| | | 





These results are rather unexpected. Prices and profits are in- 
creasing, yet there is no great rise in marginal labour costs. 
There are two possible explanations. One is that there is a rapid 
rise in the marginal cost of other factors than labour—possibly 
depreciation. The other is that a large part of British industrial 
output is sold in an imperfect market, and marginal revenue is 
much below price. 

The conclusion to be drawn is that there is no intrinsic reason 
why British industry should not be able to produce an output 
distinctly greater than the present output, but that this may 


1 Loc. cit., p. 122, altered to allow for exclusion of building and food industries. 
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be accompanied by a considerable rise in the prices of manu- 
factured goods, made necessary by a number of causes—of which 
the dearness of raw materials is only one. 

In order to complete the framework of our model of the present 
situation, we finally require a numerical relationship between 
changes in national income and changes in the output of manu- 
facturec goods. An increase in investment will represent almost 
entirely an increased demand for the produce of industry (in- 
cluding building). But in the case of an increase in consumption, 
it is found that only about 0-322 of the increase represents in- 
creased purchases of manufactures. The remainder represents 
purchases of food, services, etc. 

Lastly, we must take into account the Government’s arma- 
ment programme. The amounts to be spent under various 
heads are known for the coming year. 

We are now in a position to begin filling the Empty Economic 
Boxes. Investment may be dealt with first. - S 

The general factor indicative of incentive to invest reached its 
maximum in the last quarter of 1936, and is now declining. 
Profits are still increasing, but the rise is offset by increasing 
constructional costs and interest rates. The interest rate used 
for this calculation is the yield on industrial debentures, which 
reached its minimum at 3-72 per cent. in the fourth quarter of 
1936. So far as prices of capital goods are concerned, building 
costs—the most important item in the composite index—fell 
almost steadily from 103-2 in 1929 to 90-4 at the beginning of 
1936. They had risen to 91-8 by the fourth quarter of 1936 and 
to 94:5 by the first quarter of 1937. Iron and steel prices fell 
from 101-1 in 1929 to 91-5 in 1932. They had risen to 103-3 
by the beginning of 1936 and 113-3 by the first quarter of 1937, 
and a further increase of 20 per cent. was announced on May 1. 

These factors, together with rising interest rates, will slow 
down the amount of investment projected for the future, in spite 
of the rising tendency of industrial profits. In making an estimate 
of the future activity of the investment trades, however, the arma- 
ment programme must be included. 

Detailed analysis of the different investment industries suggests 
the following figures for the total gross investment in the fixed 
capital industries, including armament work, at 1936 prices : 





£m. 
1936. Fourth quarter . : : . 183 
First quarter : : : - ESS 
1937 | Second quarter . : : - 185 
’ Third quarter : : : . 190 
| Fourth quarter . : : . 193 
* No. 186.—voL. XLVII. Y 
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Increasing armament orders will for a time offset any tendency 
to decline, but by about the beginning of 1938 the decline should 
manifest itself. 

To determine total investment we must make an estimate 
of changes in working capital and the balance of payments, for 
which the data are very scanty. If there is a positive balance of 
payments in 1937, it will be very small. Assuming that additions 
continue to be made to working capital, total investment should 
be on balance a little larger than the figures quoted above. This 
figure also is likely to reach its turning-point at the end of 1937. 

The excess-spending factor is now becoming important. 
Up to 1935, investment and consumption increased side by side 
almost exactly as determined by the Multiplier. But from the 
first quarter of 1935, up to the third and fourth quarters of 1936, 
investment only increased from £178m. per quarter to £187m., 
while consumption rose from £1,033m. to £1,150m. The delayed 
spending of the great increase of profits (including profits on 
securities) of 1934-35 is probably responsible for this. 

Those who attach importance to the proportion of investment 
to consumption should note that this reached its maximum about 
the middle of 1935. Since then an increasing proportion of the 
National Income has been consumed. 

The amount of the national income going to profits, interest 
and rent can be approximately given as follows : 


£m. 
1933. ; ° - - ‘ » Ero 
1934 . * ‘ < ° . . 1,294 
1935. ‘ ‘ F : : - 1,509 
1936. ; ‘ , ; : - 1,693 


The figures for the first part at any rate of 1937 will show a further 
remarkable increase. The expenditure of this section of the 
community is therefore almost sure to rise, and will remain high 
until 1938, even after investment has begun to decline. 

On this basis the following estimates are made of the figures of 
gross national income, at 1936 prices, in the next four quarters : 


1937. £m. 
First quarter , : ; : . 1,365 
Second quarter. : ‘ ; - 1,383 
Third quarter ; ‘ : ; « el 
Fourth quarter. : , - 41,421 


the figure for the fourth quarter of 1936 having been £1,360 
millions. This income will probably, in fact, be produced at a 
higher price level than that of 1936. Between the fourth quarter 
of 1936 and the first quarter of 1937 the general index of consump- 
tion prices rose 1-0 per cent. and of capital goods 2-8 per cent. 
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It is impossible to predict these prices in the future, as they depend 
largely on external causes. The rise will probably continue, but 
will appear moderate ; it must be remembered that a price index- 
number applicable to the national income as a whole is bound to 
contain so many inert elements that its movements will appear to 
be small compared with those of most index-numbers. However, 
a rise of 5 per cent. is possible, bringing the maximum figure 
for national income up to nearly £1,500 millions for the last 
quarter of 1937. .To take a more verifiable figure, retail sales in 
the last quarter of 1937 may be as much as 10 per cent. higher 
than in the fourth quarter of 1936—about 5 per cent. higher in 
volume and 5 per cent. higher in price. 

Turning back to figures of quantities, we may attempt to 
estimate the increased demands likely to be made on manu- 
facturing production. The principal unknown in this case is 
exports. The quantum of British exports in the first quarter of 
1937 (allowance being made for number of working days) was no 
less than 15 per cent. higher than that of a year earlier. If this 
rate of increase in the quantum of exports is maintained, an 
estimate can be made of the future course of industrial production 
as follows : 


Board of Trade Index-Number (1930 = 100). 
Do. Corrected for Working Days and 


1936. As Given. Seasonal Variations. 
First quarter 121-2 119-3 
Second quarter 126-5 124-8 
Third quarter 120-9 1271 
Fourth quarter 132-1 129-5 

Estimates : 
Do. Corrected for Working Days and 

1937. As Given. Seasonal Variations, 
First quarter 135-7 133-5 
Second quarter 134-7 134-7 
Third quarter 139-7 137-8 
Fourth quarter 142-3 139-3 


Such an increase in the volume of industrial production even now, 
however, would probably only involve about a 4 per cent. increase 
in the number of industrial workers employed. Assuming that 
slightly increasing returns prevail in non-industrial employments, 
the total number of workers in employment in the fourth quarter 
of 1937 will, on the foregoing assumptions, be about 450,000 
higher than in the fourth quarter of 1936. (In 1935-36 the in- 
crease over the corresponding period was 570,000; in 1934-35 
it was 330,000.) For this to happen, unemployment in the early 
autumn will have to fall again to below 1,250,000. We were 


recently warned by the Unemployment Insurance Statutory 
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Committee and the Economist that unemployment could not 
decline below 1,600,000 without “grave frictions.” But the 
rapidity with which labour is now migrating from the depressed 
areas has perhaps altered that. Probably at the peak of em- 
ployment, in the autumn of 1937, the unemployment figures will 
drop to a little below 1} million for a brief moment, and then begin 
to rise again. 

These prognostications so far have brought us to the brink— 
for it is after the end of 1937 that investment will begin to decline, 
in spite of armament orders, and will after a short interval begin 
to drag consumption down with it. We are approaching the 
period which Mr. Harrod describes as the “ breathing-space,” 
which continues for a little while before uncontrollable slump 
begins. Though one need not commit oneself to the view that 
the decline in investment, likely to begin in 1938, need necessarily 
be deep, long-lived or uncontrollable. But if the foregoing analysis 
of the situation is correct the Government ought now to be 
preparing plans for public works of all kinds (including perhaps 
an acceleration of the armaments programme), and for the 
stimulation of private investment and consumption, as soon 
as the total of investment activity begins to decline in 1938. 

CoLIn CLARK 


Cambridge. 











ee 














AMRIT SNE INTE Ry 





REVIEWS 


Capital and Employment. By R. G. Hawrtrey. (London: 
Longmans, Green. 1937. Pp. xi+ 348. 15s.) 


Mr. HawtTrReEy’s latest’ book bears a similar relation to con- 
temporary economic theory to that of his Art of Central Banking. 
Once more Mr. Hawtrey has produced a suggestive criticism of the 
latest work of Mr. Keynes—this time, of course, The General 
Theory of Employment, Interest and Money; and once more he has 
presented it, together with his criticism of others, in a framework 
of his own exposition. For Mr. Hawtrey believes that the “re- 
proach to economists that they do not agree among themselves” 
can best be removed by economists’ entering into the spirit of one 
another’s theories. ‘‘ What is wanted,” he writes, “is intensive, 
sympathetic, constructive criticism.” , 

It must be said at the outset that in his endeavour to apply 
such criticism Mr. Hawtrey has succeeded in a degree which is 
only too rare in current economic controversy. An outstanding 
instance is his treatment of Major Douglas. For he again calls 
attention to his opinion that Major Douglas is entitled to recogni- 
tion “ for insisting that depreciation is a part of cost that does not 
of itself generate incomes.” And he adds that Major Douglas 
“‘ deserves credit for insisting on the principle that the incomes 
which are generated by the process of production are the source of 
demand for the products, and that their magnitude is governed by 
the supply of money through the banks.’’ Having said this, he 
is indeed entitled to point out that “the trains of calculation by 
which Major Douglas’ judgments . . . are linked together” are 
“about as helpful as a misprint in the multiplication table.” 
And he gives a full and sympathetic treatment of certain theories 
of higher standing, of which he would, I think, have been justified 
in saying (as he does of Major Douglas) that it is difficult “‘ to apply 
the method of reductio ad absurdum to conclusions which are in 
themselves absurd.” 

Mr. Hawtrey propounds a twofold theory of capital. He 
combines a “ physical ” theory of the long-term rate of interest on 
Jevonian lines with his own characteristic cash-monetary theory 
of the short-term rate. The former is based on the supposed 
function of the long-term rate asaself-adjusting force, bothregulat- 
ing and governed by the relation between the volume of savings 
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flowing into the investment-market and the demand for capital 
to instal equipment for more roundabout methods of supplying a 
given output. The short-term rate, on the other hand, is con- 
ceived as an independent variable, which has to be manipulated 
by the monetary authority in relation to “ general demand ” and 
the profitability of the expansion of output, in order to offset the 
inherent instability of our monetary system. The latter process— 
the control of activity through short-term credit—is, of course, 
the essence of the practical employment policy advocated by Mr. 
Hawtrey. It aims at influencing producers’ decisions through the 
cost of their holdings of stocks and other real working capital, 
which are supposed (this seems to be a matter of judgment) to 
be highly sensitive to changes in bank-rate and in the conditions 
obtaining in the money-market. 

The special difficulties attaching to theories of interest based 
on the concept of the “deepening” of the “ structure ” of pro- 
duction are well known. But Mr. Hawtrey is the first, I think, 
to run this type of theory in harness with a realistic monetary 
theory. He seems to hold that the volume of long-term lending 
is inelastic in the short period but elastic over a long period in 
response to changes in the long-term rate of interest, but that the 
volume of short-term borrowing is elastic even in the shortest 
period in response to changes in the short-term rate. This 
enables him to refute Professor Pigou and Professor Hayek 
without agreeing with Mr. Keynes. 

However this may be, the conception of the inherent instability 
of prices (the “ vicious circle,’ which Mr. Hawtrey stresses) is 
surely very hard to reconcile with a self-adjusting long-term rate of 
interest. He is, indeed, forced to admit that the self-adjusting 
process works sluggishly; the manipulation of short-term credit 
is, I think, supposed to be required in order to give the reactions of 
changes in ‘‘ deepening ” time to work. What happens before 
the ‘deepening ” gets going is not very clear. For it is not 
easy to see why business men should be willing to go on deliberately 
increasing their stocks—however cheaply they can borrow from the 
banks—until the increase in investment due to deepening has come 
to the rescue of activity. Moreover, the temporary increase 
in activity due to the manufacture of the stocks presumably 
operates to diminish the assumed motive for deepening (namely, 
insufficient demand causing producers to seek for more economical 
methods of production). Some passages in Mr. Hawtrey’s book 
suggest that he relies on the appearance of a new invention as a 
deus ex machina. 














re — 


— = 


\w 


a i A: 


we 


- 


eo lU OC, 


= 





1937] HAWTREY: CAPITAL AND EMPLOYMENT 323 


Mr. Hawtrey’s theory of value, however, is in one respect 
consistently classical. He shares with both Jevons and Marshall 
a belief in the existence of a “ general price-level,”’ the movements 
of which measure “ changes on the side of money.” (This belief, 
combined with a most unclassical desire to face up to the conse- 
quences of these changes, is perhaps the real foundation of his 
peculiar dichotomy.) But while Marshall’s “ purchasing power of 
money in general ” moves round an average position like a “ mean 
sun” (Principles, 8th ed., pp. 62 and 593)—that is to say, in a 
closed orbit—the orbit of Mr. Hawtrey’s seems to be hyperbolic. 

There is also a negative characteristic common to both halves 
of Mr. Hawtrey’s doctrine; and it is significant that this feature is 
also common to both the Cambridge (Marshallian) and Austrian 
(Jevonian) schools. They all treat as negligible the influence on 
the price of durable assets (bonds, shares or capital goods) of the 
“second-hand market ’—the exchange of assets afier their 
flotation or their process of production (as the case_may be) has 
been completed with their first sale to a “ final’ purchaser. That 
is to say, they do not admit the possibility that prices may change, 
not only independently of the physical conditions of production, 
but also independently of the movements of (both consumers’ and 
producers’) money-balances, merely because of quasi-unanimous 
changes in expectations. 

But this observation belongs properly to Mr. Hawtrey’s 
criticism of Mr. Keynes, which for many readers will be the central 
feature of his book. 

In matters of detail—many of which are only minor in com- 
parison with the overriding importance of Mr. Keynes’ main 
contention—Mr. Hawtrey’s criticism is invaluable. It is un- 
fortunately impossible to do justice to it within the limits of a 
review. Among many points of great interest two or three may 
be mentioned. Mr. Hawtrey sees that Mr. Keynes’ theory of 
savings and investment (in The General Theory) really requires 
to be interpreted as defining savings as the same thing as invest- 
ment, in which case both might be called “accumulation.” (But 
is he right in thinking it to be a necessary part of Mr. Keynes’ 
theory of the rate of interest?) He points out that Mr. Keynes’ 
“fringe of unsatisfied borrowers ” operates to prevent the mar- 
ginal efficiency of capital from being pushed right down to actual 
equality with the rate of interest. And he touches on the point— 
though, I think, with an inadequate analysis—that the concept of 
liquidity-premium in the central and most general chapter of the 
book (Chapter 17) is related to a concept of liquidity which takes 
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into account, not merely the degree of realisability of the asset, but 
also the expected price of realisation. Mr. Keynes would, I think, 
argue that the two are (in the relevant connection) not really 
separable ; but the point calls for further investigation, especially 
in relation to the concept of liquidity-preference as defined by 
Mr. Keynes. 

Mr. Hawtrey’s main conflict with Mr. Keynes, however, turns 
on two issues: the relative importance of long-term and short- 
term credit regulation, and the validity of Mr. Keynes’ claim to 
have detected a deep-seated flaw in the premisses of classical 
economic theory. 

The first issue is surely a matter for factual inquiry into the 
considerations which in practice influence business men in 
taking business decisions. (Why does not some one organise a 
“research”? in the American fashion?) Yet the question of 
judgment seems somehow to have got mixed up with the theo- 
retical issue; and on that, Mr. Hawtrey has, I think, failed to 
get to grips with Mr. Keynes. I believe, indeed, that he has 
altogether missed Mr. Keynes’ central idea, which I conceive to 
be the direct causal influence of expectations on all prices. 

It must, I think, be admitted that Mr. Keynes’ excavations 
into the foundations of classical economics are still (in The General 
Theory) rather encumbered with their own debris. We have, I 
suggest, to distinguish between Mr. Keynes’ less general and his 
more general theory. There is surely a good deal in Mr. Keynes’ 
book which represents, not quite the most general form of his 
thesis, but rather earlier stages of his thought before he had arrived 
at a self-consistent new theory of value, subsuming the new 
theory of interest at which he had originally been aiming. If this 
view be correct, the theoretical critic who wants to be constructive 
must approach the book from the standpoint that in it Mr. 
Keynes is leading up himself and his readers to a general theory 
through a series of partial applications of his central idea. 

Yet if Mr. Keynes’ thought has outstripped itself, and so not 
unnaturally left his critics still further behind, it is surely rash to 
conclude, as Mr. Hawtrey seems inclined to, that he has not finally 
succeeded in emerging very far out of the classical theory from 
which he started. For it is not, I think, very hard to state (to 
examine would be another matter) the fundamental classical 
assumption which Mr. Keynes is calling in question. One has 
only to look near enough to the beginnings of the books. It is 
to be found, as it should be, in Mr. Hawtrey’s own exposition, on 
page 34. (It is the greatest pity that he merely states it, without 
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discussion.) ‘Ifthe producers have made perfectly right decisions, 
then theoretically all the capital installed must have been such 
that, in the conditions obtaining at the time of installation, 
it was the most remunerative available.”’ This, of course, is a 
condition of equilibrium, from which Mr. Hawtrey, following (in 
this at least) a tradition common to both the Cambridge and the 
Austrian schools, proceeds to develop a dynamic theory, “ taking 
account of disturbances” which clearly include those due to 
promoters failing to take perfectly right decisions. But it is 
logically necessary to any such theory that the position of equili- 
brium should be capable of existing. Jf Mr. Keynes is right, there 
is no unique set of perfectly right decisions. For the most profitable 
decision for one producer depends on what others, including 
consumers, do; and what they do depends on what they expect 
to happen, just as what he does depends on what he expects to 
happen. There is of course a “right decision” for any one 
producer, in the sense of the course which will maximise his profits 
if the others (and consumers) do what he expects them to do 
on the best information available to him (and go on doing it, and 
nothing else, until the “ process of production ’”’ is completed). 
But for the collectivity of producers, there is no pre-determined 
set of decisions which will maximise their money-profits individ- 
ually. The mechanical analogy (e.g. of Virtual Work, which Mr. 
Hawtrey cites from Jevons) breaks down; as it surely must, if 
prices are influenced, through liquidity-premium, by mere expecta- 
tions. (If one must have a mechanical analogy, I suggest the 
case of the impossibility of applying the general Hamiltonian 
equations to solve a problem in dynamics where the system in- 
cludes non-homologous forces !) 

There is no position of equilibrium. The foundation of the 
theory has disappeared. The future is not merely unknown to 
the economic man; it is also undetermined. The prospect of 
future returns (whether from enterprise or from the realisation of 
accumulated assets) is not expressible as a mathematical expecta- 
tion. This, at least, is what I conceive Mr. Keynes to mean; and 
if so, Mr. Hawtrey has not answered him. 

Surely we have here a definite issue which calls for more 
attention than it has yet received. Is it too much to hope that, 
after perhaps another book by Mr. Keynes, setting out his expecta- 
tional, non-determinist doctrine per se in its most general form, 
followed of course by a further book by Mr. Hawtrey examining 
it with an even more “ intensive, sympathetic, constructive critic- 
ism,” they may reach agreement? Should that happen, he would 
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be a bold economist who should venture to differ! Thus may 
the “reproach to economists” in the matter of disagreement be 
removed, and the energy, scholarship and acumen now unavoid- 
ably lavished—and by no one more than by Mr. Hawtrey—on 
theoretical controversy, be set free to cope with the pressing 
practical problems of our time, including that of the relative place 
in monetary management of the control of short-term and of long- 
term credit. It is certain that to no one would such a conjuncture 
be more welcome than to Mr. Hawtrey and to Mr. Keynes. 
Meanwhile it is our privilege to profit by the debate. 
Hueu TownsHEND 


Essays in the Theory of Employment. By Joan Rostnson. 
(London: Macmillan. 1937. Pp. viii + 255. 8s. 6d.) 


Mrs. Rosrnson has contributed another volume of great 
distinction to economic studies. Being a collection of essays and 
less schematic than her former work, it makes rather easier and 
more agreeable reading. Not that Mrs. Robinson ever departs 
from a high level of precise thinking; but she has occasion to 
apply her finely wrought analytical tools to this and that, to pro- 
blems of the hour, well-worn slogans, bishops’ letters to The Times ; 
and the interplay of her fine mind with the slipshod constructions 
of popular thought makes a delightful entertainment. At her 
magic touch the bishops’ gorgeous palaces and solemn temples 
dissolve and leave not a rack behind. Her style flows easily on, 
not over-encumbered with technical expressions, drawing from 
time to time upon a stock of homely phrase, but never admitting 
into its composition a single particle of wool. A certain adven- 
titious pleasure, too, may be derived by the intellectual reader in 
work of this kind, a certain pride in his own avocation. Dis- 
couraged by the pomposity and platitude of platform and press, he 
may come to feel doubtful about the quality of our civilisation ; he 
may find assurance in work such as that of Mrs. Robinson, quiet and 
unassuming in its presentation, but potent and sure in its touch. 

Mrs. Robinson writes that “‘ these essays represent an attempt 
to apply the principles of Mr. Keynes’ General Theory of Employ- 
ment, Interest and Money to a number of particular problems.” A 
twofold purpose is served. On the one hand, light is thrown upon 
the particular problems; on the other, the concepts by which 
Mr. Keynes has re-classified the phenomena of our economic life 
are tested for their serviceability. This work, as Mrs. Robinson 
herself says, could not have been written without that re-classifica- 
tion ; the more interesting, therefore, one finds Mrs. Robinson’s 
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conclusions, the more value must one attach to the re-classifica- 
tion. The sceptic may seek to impugn the assumptions which 
form the basis of the argument; happily Mrs. Robinson is always 
scrupulously careful to enumerate her assumptions; thus the 
materials for judgment are all present. 

In her first essay Mrs. Robinson carries further the analysis of 
the notion of full employment; by a realistic treatment of the 
attitude of Trade Unions to the wage question she succeeds in 
effecting a most useful tidying up. In her next essay on mobility 
she shows how interconnected are the causes of unemployment 
commonly classified as immobility of labour on the one hand and 
deficiency of general demand on the other. The following essay 
on proposed remedies for unemployment is an excellent example 
of her method. Towards the close, however, she makes one pro- 
position which seems insecurely founded. Ifa subsidy to employ- 
ment is instituted, “some firms, which were working. close to 
capacity at the base date, and which are presumably the most 
efficient, will be unable to expand, and so will employ no sub- 
sidised labour.” This is surely a very temporary matter; the 
efficient firms will find means to increase capacity. The con- 
clusion that “in the final position, a larger total output will be 
produced by a less efficient selection of firms ”’ does not appear to 
be justified (pp. 80-1). 

The following essay on Disguised Unemployment excited 
comment when it appeared in the Economic JournaL. The 
arguments rest on the principle that unemployed individuals who 
manage to scratch together a livelihood, for instance by selling 
matches in the Strand, since they do not save, increase demand by 
as much as they increase supply. ‘‘ The dole-less individual, who 
is too poor to save, is a little world to which Say’s Law applies 
with full force ” (p. 91). The argument appears to be sound, but 
the way in which it is put may excite misgiving, in particular a 
reference to the grocer from whom the street vendor buys, which is 
suggestive of double-counting, and a somewhat ambiguous foot- 
note. It must be emphasised that the street vendor’s addition to 
national income is constituted by his net income only, exclusive 
of his expenditure on raw material. Suppose a street vendor 
to sell a box of matches for 1d. which he buys for 3d., thus depriv- 
ing the local tobacconist of sales-proceeds equal to ld. (net 
income 3d.). Ifthe community saves ,', of its income and the local 
tobacconist is representative, while the street vendor saves 
nothing, demand is initially increased by (} x ;\5)d. But as the 
*‘ multiplier ” in the community is 10, this will entail a total net 
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increase of demand of 3d., which is equal to the net income of the 
street vendor. 

This essay contains some practical conclusions about the 
administration of ‘ the dole ” of no little importance, suggesting 
broadly that restrictions hedging about its receipt tend to aggra- 
vate unemployment. In another connection (p. 150) the author 
states boldly that “‘ the equilibrium level of employment will tend 
to be higher the more lavish is the provision made for the unem- 
ployed.’’ Would that statesmen and publicists could be chal- 
lenged to rebut her arguments, or for ever be silent ! 

The article on the long-period theory of employment may per- 
haps be counted the piéce de résistance of the volume. Mr. Keynes’ 
propositions with regard to the propensity to save are applied by 
him to determine the equilibrium level of employment in the 
short period; Mrs. Robinson applies them to determine the equili- 
brium level in the long period, that being defined as the period 
in which, with the existing population, tastes, etc., all opportu- 
nities for investment at a given rate of interest have been taken, 
and saving has consequently sunk to zero. This equilibrium is 
never actually reached, but analysis of the conditions in it may 
serve to reveal long-period tendencies, and these, as Mrs. Robinson 
pertinently observes, “ in any actual situation show themselves 
concurrently with short-period effects”’ (p. 138). One important 
conclusion reached in this section is that “ it is impossible to 
maintain that the existence of unemployment is incompatible 
with conditions of final equilibrium.” 

One passage in this essay (pp. 131-6) concerning the effects 
of changes in technique affords some difficulty. Elasticity of 
substitution is introduced at a point where its propriety is not 
apparent and the conditions at the margin to which it is supposed 
to relate are not sufficiently clearly explained. Some clarifica- 
tion of this passage in any future edition would not be out of place. 

Mrs. Robinson divides inventions into labour-saving, neutral 
and capital saving. The definition of neutral invention is that 
it leaves the ratio of the marginal productivity of capital to that 
of labour unchanged when the relative amounts of the factors 
of production are unchanged. Unfortunately, this definition is 
ambiguous without the provision of a precise measure of the 
volume of capital. Since the problem is a long-period one, the 
capital may be conceived to be physically re-constituted; how 
is the amount of the new capital to be measured to ensure that 
it is the same as the old? Should a unit of capital be conceived 
as waiting in respect of a unit of commodities per unit period or 
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waiting in respect of a unit of labour? If an improvement in 
technique occurs, the rate of re-investment required to keep 
a given volume of capital intact will differ according to which 
measure is used. Reference to money values will not avoid the 
ambiguity, since we may suppose stable prices, prices falling as 
factor productivity rises, etc. 

An alternative procedure, and one which fits in very well 
with Mrs. Robinson’s line of approach, is to divide inventions into 
those which at a given rate of interest, and an infinitely elastic 
supply of capital at that rate, increase, leave unchanged or 
diminish the length of the productive process. The problem is 
to discover whether the effect of a given invention serves—after 
saving or dis-saving has filled the gap in the stock of capital, if 
any, caused by the invention, in such wise that the marginal 
productivity shall once again be the same as before (= equal to the 
rate of interest taken as constant)—to increase or diminish the share 
in the total product going to labour; in the former event it will raise, 
in the latter it will lower the equilibrium level of employment. 

By adopting the procedure which I have suggested, the problem 
may be solved very simply. Since the rate of interest is taken 
to be constant, the share of labour will fall, rise or remain constant 
according as whether the invention lengthens, shortens or leaves 
unaltered the length of the productive process. Since Mrs. Robin- 
son sorts her inventions by a different trichotomy, yet is able to 
attribute to each of her three divisions the same effects as those 
attributed to the above divisions, some suspicion attaches to her 
demonstration. If this were further elaborated it might appear 
that the words “or reversed” should be inserted after 
‘ diminished ” in each case in the paragraph at the top of p. 134. 

Mrs. Robinson’s pessimistic conclusion that ‘“‘ there appears 
to be, from a long-period point of view, very strong grounds for 
the popular opinion that inventions tend to reduce employment ”’ 
is, in the absence of fuller information about the probable nature 
of inventions, perhaps somewhat bold. 

Something should be said about the general method employed 
by Mrs. Robinson in this essay. Aware that the traditional static 
analysis is only valid when saving is equal to zero, she takes the 
bull by the horns and considers the effects of certain disturbances 
when these are so fully worked out that the rate of saving has fallen 
to zero. For this purpose she has to consider “a closed com- 
munity . . . with population stable in respect to numbers and 
to age distribution, and with given tastes and technical know- 
ledge ’ (p. 105). Now, this procedure is perfectly valid, its results 
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are informative and interesting, and in any event it should have 
its proper niche among alternative procedures. But it may serve 
also to increase our impatience for the elaboration of a dynamic 
analysis. Mrs. Robinson is considering such matters as changes in 
thriftiness and inventions. But these are not phenomena of their 
nature likely to occur occasionally or once over. It is high time 
that we had a method of dynamic analysis, not in substitution for 
but in addition to Mrs. Robinson’s method, which considers the 
conditions pertaining to rates of growth. Static analysis is con- 
cerned to determine the magnitude of prices, employment, etc., 
consistent with certain basic conditions. Dynamic analysis 
should be concerned to determine what rates of growth or decline 
of these magnitudes are consistent with rates of growth or decline 
in the basic conditions and with one another. If the reader feels 
that Mrs. Robinson’s methods in this essay are unduly artificial, he 
is probably wrong; but I suggest that he is right if he feels that it 
reveals a great gap in economic theory, which urgently needs filling. 

There are a number of other illuminating essays, including two 
which break new ground in the treatment of foreign exchange 
theory. The absence of an index in this volume is as deplorable 
as it is surprising. 

Christ Church, R. F. Harrop 

Oxford. 


The Behaviour of Money. By J. W. Aneetyt. (London: 
McGraw-Hill. 1936. Pp. xiv + 207. 18s.) 


In this book Prof. Angell presents the fruits of an elaborate 
investigation into the behaviour of the total money supply of the 
United States, conducted by him at Columbia University with 
the aid of a team of research workers to whose skilled labours a 
generous tribute is paid. The inquiry is modestly described as 
“exploratory,” and due emphasis is laid on the unsatisfactory 
character of some of the data. 

Chief attention is paid to the behaviour of “ circulating 
money,” defined as comprising bank deposits subject to check 
owned by individuals or corporations other than banks (i.e. 
virtually the “ adjusted demand deposits ’”’ whose movements are 
now recorded by the Federal Reserve authorities), plus ‘‘ outside 
currency,” 7.e. common money in the hands of the public. But 
some mention is made also of the behaviour of ‘“‘ total money,” 
which includes time deposits. 

The most important conclusions reached may be summarised 
as follows. (1) (i) There has been a secular tendency (reversed 
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during the war and the banking panic) for “ circulating deposits ” 
to increase relatively to “ outside currency.” (ii) There is no very 
intimate connection between the short-period fluctuations of the 
two, each tending to move with a different set of indices of business 
activity : in particular there is no close connection between de- 
posits and prices, even wholesale prices. (iii) Each kind of money 
tends to move with or after, rather than before, those other indices 
with which it is associated. (2) The exchange velocity of money 
outside New York tends to move with general business activity, 
but again with a lag rather than a lead, and with signs of being 
dominated in certain years (as the figure for New York is domi- 
nated throughout) by purely financial transactions. (3) (i) The cir- 
cular or income velocity of circulating money (Prof. Angell prefers 
the former term) is relatively stable, depending largely on deep- 
seated personal and business habits. But (ii) from 1909 to 1921 
it showed a declining trend, due to the growing complexity of 
business organisation, this decline being checked, from 1921 
onwards by the campaign for reduction of inventories; and (iii) it 
exhibits definite year-to-year variations due to hoarding and dis- 
hoarding by individuals and firms in accordance with their esti- 
mates of business prospects. (4) The trend of total national 
money income between 1909 and 1932, and (though less clearly) its 
annual fluctuations, are more closely connected with the quantity 
of circulating money than with its circular velocity. 

From this interesting and complex collection of statistical re- 
sults Prof. Angell is inclined to draw a curiously double-headed 
conclusion with regard to policy. On the basis of results (1) to (3) 
he is extremely sceptical about attempts to alter the level of busi- 
ness activity in either direction by altering the quantity of circula- 
ting money : but on the basis of result (4) he is favourable to the 
idea of keeping the national income relatively stable (presumably— 
the matter is not debated—with an allowance for increases in 
population and perhaps in other factors) by stabilising the quan- 
tity of circulating money (pp. 159-63). 

On this conclusion the following comments may be made. 
(I) Since it is not denied that fluctuations in circular velocity do 
exercise an influence on national income, it is by no means clear 
that a policy of ignoring them is to be preferred to a policy of 
attempting to counteract them. (II) Even if quantity of circulat- 
ing money is to be selected as stabilisand, it would not seem to be 
altogether sensible to instruct the monetary authorities to stabilise 
it, while casting discredit on the result of all attempts to modify it. 
For, if Prof. Angell is right in holding that the quantity of circulat- 
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ing money tends to vary with autonomous fluctuations in business 
activity (result (1) (iii) above), authorities which are human can 
hardly be expected to operate save by trial and error, 7.¢e. by con- 
tinuous modification of the immediately pre-existing situation. 
Thus stabilisation (held by Prof. Angell to be effective) can only 
be accomplished in practice by means of continuous modification 
(held by him to be ineffective). 

Perhaps, indeed, Prof. Angell may be held to have anticipated 
this difficulty by urging (p. 163, n. 1) that the policy of quantity- 
stabilisation, as understood by him, demands “ certain changes in 
the character and operation of our present monetary and banking 
system.”’ Nevertheless, reflection upon it brings us face to face 
with the root difficulty of accepting his statistical results. (III) 
Prima facie it would seem that his methods must be either over- 
estimating the influence of quantity of money on national income, 
or under-estimating its influence on the components of national 
income, namely output and prices : to suppose that the former is 
overwhelming and the latter negligible seems to be to suppose 
inconsistent things. 

To explore this apparent contradiction successfully would re- 
quire both an appraisal of Prof. Angell’s statistical methods, and 
a comparison of his results with those of other American investiga- 
tors, for which the present reviewer is ill-equipped. But it may be 
mentioned that Prof. Angell is himself candidly sceptical (p. 46) 
about the significance of one of his own fundamental procedures— 
namely, the splitting up of the years since 1919 into two separate 
periods, with the dividing line at 1929, for the purpose of the cal- 
culation of trends. It is presumably as a result of this procedure 
that his residual curve for circulating deposits (7.e. with season and 
trend eliminated) shows such a sharp fall throughout the boom 
years 1928 and 1929 (p. 51); and it seems possible that it is for 
the same reason that he is enabled to conclude (p. 54) that the 
residual movements of circulating deposits are inverse to those of 
industrial production throughout the period 1922 to mid-1929. 
Yet to the lay mind there is nothing in the crude data (p. 49) to 
disprove the common-sense view that the expansory policies 
pursued by the Federal Reserve System in the autumns of 1924 and 
1927 had an important effect on both occasions, for good or ill, in 
stimulating the volume of industrial production. 

But in such matters it behoves a statistical ignoramus to speak 
with humility. If he may be pardoned for feeling that his statistic- 
ally-expert colleagues have not yet succeeded, any more than 
has the many-mouthed chorus of theorists, in producing an un- 
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equivocal and compelling guide to policy, he can yet express his 
grateful admiration for their exploratory labours. 
D. H. Rospertson 
Trinity College, 
Cambridge. 


National Income and Ouatlay. By Cottn CrarKk. (London: 
Macmillan. 1937. Pp. vii + 304. 12s. 6d.) 


Tuts book records a great achievement, remarkable for the 
extent of the materials examined, remarkable even more for the 
vigour, ingenuity and boldness with which the inquiry has been 
pursued. It brings us within sight of the day when the pulse of 
economic activity along its principal arteries will be currently 
known to us with a fair degree of accuracy; and in the meantime 
it not only provides us with an indispensable work of reference, 
but also presents some new and arresting suggestions concerning 
recent economic changes. 

The new materials used are in part the official publications of 
recent years, notably the latest census of population and census 
of production, together with the annual inquiries now made under 
the Import Duties Act. There are also the returns of the insured 
population, and Mr. Clark has given much effort to the task of 
reconciling them with the census returns of the occupied popula- 
tion—‘‘ quite the most tedious and difficult statistical problem,”’ 
he says, “‘ which the writer has ever encountered,” but a problem 
well worth attempting, for the light which the findings throw on 
the incomes near and below the income-tax exemption limit. 
Besides the official materials, there are the results of some inde- 
pendent inquiries: an estimate of the net output of agriculture, 
substituted for the unsatisfactory evidence of Schedule B; a study 
of the trading results of companies with an aggregate capital of 
£350 m., making possible estimates of the losses to be set off year 
by year against the profits returned to tax, and of the amount by 
which the writing down of inventories may have reduced assessable 
profits; and materials concerning consumption and retailing, 
drawn in part from Mr. Feaveryear and other workers in this 
field. 

Mr. Clark uses these materials to revise and bring up to date 
estimates, along the lines of previous inquiries, of the total national 
income, and its distribution by persons, categories and productive 
sources; but for much more than this. He makes a new study 


(on assumptions that should be remembered when the result is 
No. 186.—vVoL. XLVII. Z 
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quoted) of the net redistribution of income through taxation from 
those above the £250 mark to those below it. He estimates the 
value of net investment, and these figures added to the estimates 
of consumption provide a figure which may be compared with the 
independent estimates of nationalincome. He computes indexes of 
prices, which he uses to show changes in the product made and 
consumed at home; in total income, including retained imports ; 
and in real output per head. He devises other indexes by which 
the estimates of total income, consumption and investment, may 
be extrapolated and kept up to date quarter by quarter. In a 
striking chapter on the Trade Cycle, 1929-36, he shows that the 
estimated absolute changes in investment agree closely in amount 
and timing with those of consumption; and that from 1924 
through 1935 there is a remarkable linear relation between the 
estimated amounts available for distribution by British com- 
panies and the amounts withheld from distribution—‘‘ of each 
additional £1 of income . . . on the average £0-46 will be distri- 
buted in dividends and the remainder added to reserves.’ Then, 
like a climber who has spent a long day on the peaks, and yet must 
turn off from the homeward path to master some intriguing 
boulder problem, he gives us a chapter on historical estimates of 
national income, with a life of Gregory King, a revaluation at 
modern prices of his figures of national consumption, and an 
estimate of real income per occupied person by decades from the 
1830’s to the War. 

In these studies there are many incidental suggestions of great 
interest. “Since 1911 we have doubled the relative size of our 
middle class” (p. 114). “‘ Large private incomes have ceased to 
count as a source of saving” (p. 191). Most striking, perhaps, is 
the outcome of another new study, an inquiry into the incomes of 
a random sample of 23,000 families in the last Census: suggesting 
that a quarter of the children of this country are in homes 
where the income per head does not exceed 10s. per week, 
and half of them in homes where it does not exceed 15s. 
(pp. 111-4). 

The presentation of detailed studies like these is always diffi- 
cult, but I think that the task of the reader who wants to follow 
the work closely has been made harder here than it need have been. 
The material is not put out in such a way that one can always see 
how a total or residual is reached from the elements introduced in 
previous discussion, or find the relation between different figures 
given in different places under similar titles. Thus, to take one 
example, I could not see from what terms the figure of £114-9 
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given on p. 69 as the average wage in 1931 is derived. Looking for 
them, we find these figures : 


Table 24. ‘‘ Number of wage-earners in Great Britain, April 1931 
(excluding unemployed but not sick)” . : ; ; . 11,835,000 
Table 28. ‘‘ Wage-earners in work ’’ 1931 . ; 4 : J 12,120,000 


Pp. 67-8. ‘“‘ The total of wage earnings in Great Britain and 
Northern Ireland, at a date near to April 1931 but expressed at an 
annual rate ”’ ‘ ; A ; : : ; : ; £1408m. 

£m, 
(i) 342-8 
(ii) 343-1 

Table 28. ‘‘ Total wages”? 1931, quarterly figures free from) (iii) 337-8 

seasonal variation . . “ : . F é ; | (iv) 342-2 





1365-9 
Neither total number of wage-earners divided into any of the annual 
rates of wage earnings gives a quotient of £114°9; and in Table 
28, moreover, we find for 1931 “ Average annual earnings at 
current wage-rates, allowing for bias,” £112-7, which is £1365-9m. 
divided by 12,120,000; but the £114-9, which is repeated and dis- 
cussed, is evidently not a misprint. In passages like these the 
reader’s task would perhaps be lighter if tabular statements were 
used instead of connected prose. It is a further source of diffi- 
culty that the titles of the tables are brief, sometimes misleadingly 
so, and that the definitions of series are frequently loose. It is 
not easy, again, to keep what comes from estimates subject to a 
greater or less margin of error in its due relation with what is 
known fairly accurately : results, for example, into which round- 
figure allowances enter, are not stated in such a way as to dis- 
tinguish them from “ hard ” figures. 

Difficulties of these kinds are considerable in the aggregate, 
and must impair the usefulness of the book; but I should be sorry 
if criticism of the exposition were to distract attention from the 
magnitude of the underlying work, the labour of which, it must 
not be forgotten, has been borne single-handed. Mr. Clark puts 
us allin his debt; seldom can knowledge of the ground, courage 
in attack, and an eye for the strategic points, be so combined as 


they are here. 
E. H. Puetrs Brown 
New College, 


Oxford. 


World Trade and Its Future. By Str Artruur Satter. The 
William J. Cooper Foundation Lectures, 1936. (Oxford 
University Press. 1936. Pp. 101. 7s. 6d.) 

THESE five lectures, delivered last year by Sir Arthur Salter 
at Swarthmore College, are truly admirable. Slight as the volume 
Z2 
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is, it is undoubtedly the best short introduction to the practical 
problems of international trade at the present time. It is very 
well written, and so lucid as hardly to contain a single difficult 
sentence; and, despite its brevity, it covers a remarkably wide 
range. Three of the five lectures are “ historicai,” in the sense 
of supplying a retrospect—the first of the pre-war conditions of 
international trade under the gold standard, the second of the 
post-war years up to 1929, and the third of world trade during 
the depression, and especially under the impact of the currency 
crisis of 1931. The two remaining lectures first outline the 
principal factors in the present situation, and then suggest a 
practical policy for the restoration of international trading under 
the changed conditions of to-day. 

Sir Arthur Salter’s approach is thoroughly realistic. He 
believes that increasing Government regulation of economic 
policies has come to stay permanently, and that for some time 
to come the outlook of the leading States will be mainly nation- 
alistic. He regards the most-favoured-nation clause, in its un- 
qualified form, as a dangerous obstacle to low-tariff and mutual 
trading agreements between particular States, and holds that 
agreements of this type are for the time being indispensable means 
of enlarging the exchange of goods. He wants more bilateral 
or multilateral arrangements; and he censures Great Britain’s 
action in vetoing the Ouchy Convention between Holland and 
Belgium. He wants colonial trade reopened to all comers on 
equal terms, and suggests that the grievance of the “ closed 
door ”’ is far more real than that of the lack of colonial materials 
among the dissatisfied powers. But he has little hope of much 
progress being made towards the liberation of trade except on 
a basis of reasonable stability of the rates of exchange. He does 
not, however, favour an unqualified return to the gold standard, 
holding this to be excluded by the insistence of the business world 
on being secured against financial deflation forced on by cur- 
rency conditions. Instead, he urges de facto stabilisation of the 
principal currencies within fairly narrow limits, sustained by 
pooled or co-operative Exchange Equalisation Funds, but 
allowing ratios to be changed in face of a persistent claim upon a 
particular currency. 

Given this degree of monetary stability, he holds the 
time ripe for an extension of bilateral (and in some cases multi- 
lateral) trading agreements. He does not, like many economists, 
exclude the continuance under such agreements of clearing 
arrangements, which, for some time to come, he regards as 
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useful, though inconvenient, devices for promoting trade that 
would not take place at all in their absence. Finally, he strongly 
urges that each country should make, on a national basis, a 
comprehensive examination of its own commercial policy, attempt- 
ing to see it as a whole and not merely as a sequence of unrelated 
measures. He believes that a review of this sort would lead 
countries to remove or modify many of the existing barriers to 
trade purely in their own interests, as actually happened in 
Australia some time ago. 

Attention has been focused, in this brief review, on Sir 
Arthur Salter’s practical proposals, to which the rest of his lectures 
are designed to lead up. But students will find his lucid review 
of post-war trading conditions both before and after 1929 of very 
real importance. No one knows better than Sir Arthur Salter 
every detail of the League’s struggle to preserve and restore the 
conditions requisite for sound international trading and invest- 
ment; and many of the matters surveyed-in greater detail in 
Recovery or in The United States of Europe are here, not so much 
summarised, as clearly illuminated in a few effective sentences. 

G. D. H. CoLe 
University College, 
Oxford. 


Value Theory and Business Cycles. By H. L. McCracken, Ph.D. 


(London: McGraw-Hill. Second edition, 1936. Pp. xiv + 
259. 24s.) 


THis is an unusual and interesting, but in many ways a dis- 
appointing, book. The author has an admirable purpose— 
namely, to discuss different types of the theory of value, in order 
to see whether a consistent theory of business cycles can be 
founded upon each such theory. There are five main sections in 
his book: (i) a discussion of Ricardian theory and its logical 
incompatibility with general overproduction, (ii) a discussion of 
“* Lawism ”’ as typifying the view that general depression is due 
to a deficient supply of money which can be overcome without 
danger by issuing paper money based on any or all commodities 
possessing real intrinsic value, (iii) a discussion of the “ Mal- 
thusian ”’ view that value is determined, in the short run at least, 
by demand rather than by embodied cost, and that effective 
demand may be insufficient to raise prices up to costs, (iv) a dis- 
cussion of Fisher and Keynes as typifying economists who believe 
that an insufficiency or excess of effective demand is due to 
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monetary causes, and (v) a final section on “the problem of 
business equilibration.” 

Such a scheme of inquiry is clearly one of great importance, 
and one which has been much neglected. Dr. McCracken has, 
moreover, much to say that is of interest. For example, in his 
first section he ably demonstrates the inability of the Ricardian 
system of thought to explain a general depression; for if some 
commodities sell at prices below their costs, others must be selling 
at prices above their costs. Only by explaining some general 
excess or deficiency of demand, and by discussing the way in 
which demand affects value in more detail than was attempted 
by the Ricardians, can general booms and slumps be understood. 

But this book suffers from serious defects, the most obvious 
of which is its failure to relate the different sections properly to 
one another, so that the whole forms a series of disconnected 
and separate arguments. For example, the last section, instead 
of picking out the strengths and weaknesses from each type 
of value theory and attempting to form a consistent and 
synthetic explanation, consists of three chapters which have 
little connection either with each other or with what has gone 
before—the first being an interesting discussion of the effect of 
rigid and flexible prices as a means of business stabilisation, the 
second a description of the findings of the study of the Brookings 
Institution The Distribution of Wealth and Income in its Relation 
to Economic Progress, and the third a peculiarly thin and unsatis- 
factory account of certain business cycle theories which have 
not already been discussed. 

A second serious defect of the book is its failure to concen- 
trate on the essential points of analysis—which often explains 
why the argument of the book is so disconnected. For example, 
the discussion of Keynes is based on the section in Volume II of 
the T'reatise on Money, which deals with the management of 
money, and practically no mention is made of the “ savings- 
investment ”’ analysis, on which his conclusions are based. But 
this analysis is, after all, the heart of the matter. Dr. McCracken 
fails to see the true connection between his discussion of Malthus’ 
treatment of the voluntary failure of demand on the part of the 
rich, who will not spend all their income, and his discussion of 
Keynes’ proposals for monetary management. He gives the 
impression that Malthus provides a non-monetary and Keynes a 
purely monetary explanation of general depression. But is there 
any real difference? If the rich decide to save a large part of 
their income, this will cause a failure of effective demand— 
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unless sufficient is borrowed for expenditure on capital develop- 
ment. Surely this Malthusian argument is so intimately con- 
nected with the analysis of savings, investment, and the market 
and natural rates of interest, that it is impossible to separate 
them. Whether we think of savings in real value or in money 
value makes no fundamental difference; the essential question 
is whether an increased- desire to save will or will not auto- 
matically so lower the rate of interest that investment increases 
as much as the increased amount which people wish to save out 
of a given income. It is perhaps significant that Dr. McCracken 
discusses the straightforward classical idea that the rate of 
interest will automatically equate the supply of and demand for 
capital for the only time, and then only in a short paragraph, 
at the end of the last chapter but one of his book, although to 
prove how and why it fails to do so is the crucial test for all 
theories of the failure of effective demand. 
J; E. MEADE 
Hertford College, 
Oxford. 


Abolish Slumps. A Diagnosis of the Trade Cycle. By A. W. 
Knicut. (London: P. 8. King. 1936. Pp. 142. 6s.) 


Mr. Knicut’s arguments are based in the main on Mr. Keynes’ 
General Theory of Employment, Interest and Money. The title 
of his book gives a somewhat exaggerated impression of its scope, 
for it contains no discussion of the motives governing investment, 
or of the rate of interest, and so makes only a partial diagnosis 
of the trade cycle. It is mainly taken up with an original and 
ingenious method for estimating the value of the Multiplier. 

Mr. Knight divides the community at any particular moment 
into the “successful,” who are earning incomes, and are able to 
save, and the “ unsuccessful,” who are obliged to dis-save in order 
to live. Mr. Knight assumes that the savings of the successful are 
a constant proportion of the national income, while dis-saving is 
proportional to unemployment. The rate of dis-saving is equal 
to the difference between the rate of positive saving and the rate 
of investment. Thus, corresponding to a given proportion of total 
income derived from investment, there is a given percentage of 
unemployment, and if we know the proportions in which workers 
are divided between consumption-good and investment-good 
industries in a state of full employment, we can, on Mr. Knight’s 
assumptions, deduce the Multiplier from the ratio of the percentage 
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of unemployment in the investment-good industries to the 
percentage of total unemployment. The assumptions are highly 
simplified, and the method at best very rough, but it provides a 
useful cross-check on other methods of estimating the Multiplier. 

Mr. Knight points out that, while the percentage of unemploy- 
ment in constructional industries is normally higher than the per- 
centage for industry in general, the ratio between the two falls off 
as trade improves. This supports the view that the Multiplier 
tends to be smaller the higher is the general level of activity. 
But for some reasons which he does not explain (p. 47) he did not 
follow up this promising clue, but decided to take the high ratio 
which obtains under the most severe slump conditions as normal, 
and to regard deviations from it as due to chance fluctuations. 
This helps to account for the fact that he obtains a value for the 
Multiplier (3-4 for Great Britain) considerably larger than other 
estimates which have been made. 

Joan Robinson 


Cambridge. 


Re-Adjustment in Lancashire. By Members of the Economics 
Research Section, University of Manchester. (Manchester 
University Press. 1936. Pp. 137. 4s. 6d.) 

Industrial Employment and Unemployment in West Yorkshire. 
By J. H. Ricuarpson. (London: Allen and Unwin. 1936. 
Pp. 142. 6s.) 

TuESE books are in a sense complementary, since they deal 
with a group of problems common to two major industrial districts. 
The first is concerned with the Lancashire Industrial Area (exclud- 
ing the Merseyside). It considers the changes in the economic 
structure, in employment and population, that have occurred 
during the post-war period, and it discusses the conditions of 
adjustment to the altered situation. The authors show that 
the collapse of trade and employment produced by each of the 
post-war depressions was more serious in Lancashire than in the 
country as a whole, and, what is more significant, that the succeed- 
ing periods of recovery witnessed only a partial revival in this area, 
so that there has been general downward trend. This misfortune 
has been associated mainly, of course, with the decline of the cotton 
industry and of coal-mining. But “it is misleading and dangerous 
to regard Lancashire as homogeneous,” and the book brings out 
clearly how unevenly the area has been affected by these conditions. 
The Manchester District and the Fylde District, which have long 
been engaged in a great variety of activities, have succeeded in 
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developing important branches of the country’s expanding in- 
dustries to offset the decline in some of their older trades, and the 
former, through its engineering industries, has been able to reap 
considerable benefits from re-armament contracts. But the 
weaving district in North-East Lancashire and the coal-mining 
district to the south-west, which are specialised areas, have failed 
to attract new trades to any considerable extent. Their popu- 
lation has fallen substantially since 1921; their rates of unemploy- 
ment have been far higher than those of the Lancashire Area as a 
whole; and they have shared only slightly in the trade recovery 
of the last few years. Certain special difficulties have prevented 
the alleviation of unemployment in these two districts. In some 
parts of Lancashire the availability of cheap vacant factories has 
induced manufacturers in new branches of industry to locate 
enterprises there; but buildings of this type are lacking in the 
coal-mining area. The weaving district is at a disadvantage as a 
location for new industries because of its comparative isolation ; 
while “it is not equipped for those branches of trade which feel 
the direct stimulus of the armament programme.” Further, 
owing to the composition of its working force and for other reasons, 
labour is very immobile in that area, and so unemployment is not 
likely to be mitigated considerably by the transference of workers 
to other parts of the country. The authors, after a trenchant 
criticism of the criteria applied by the Government in the deter- 
mination of the Special Areas, put forward a strong case for the 
inclusion of the weaving district within that category. The book 
concludes with a discussion of the work of the local authorities in 
attracting new trades and providing employment, and the point 
is made that a serious attack on these problems involves a com- 
plete reconstruction scheme backed by State funds. 


Professor Richardson’s book deals with a much smaller area 
than that covered by the Lancashire survey—the populations of 
the two areas are 4} millions and 14 millions respectively—and it 
is mainly statistical in character. The author describes the 
movements in population and employment in the woollen and 
worsted manufacturing district of West Yorkshire; he makes a 
detailed examination of the changes in each of the major trades ; 
and he analyses the distribution of unemployment between the 
sexes and among the different age-groups. As in the Lancashire 
industrial area, the decline of textiles and coal-mining has been 
the source of most of the post-war troubles. But West Yorkshire 
has not suffered nearly so severely from this decline. Through its 
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greater dependence upon the home market, the wool-using industry 
has not been affected to the same extent as the cotton industry by 
the precipitate fall in international trade; and at the same time 
the fact that local specialisation is less marked in West Yorkshire 
than in Lancashire has prevented the appearance of chronically 
depressed sub-districts comparable to the cotton-weaving area. 
Nevertheless, the heavy unemployment in places engaged predomi- 
nantly in coal-mining, such as Castleford, reproduces on a smaller 
scale the situation of the mining area of South-West Lancashire. 
On the whole, however, conditions in West Yorkshire seem to re- 
semble most closely those of Manchester and its neighbourhood, of 
which, it is said, ‘‘no concern need be felt as to its industrial 
future.” Professor Richardson states: ‘“‘ During the depression 
West Yorkshire suffered more severely than the country as a whole, 
but this has been compensated for by a more rapid recovery,” and 
he concludes that the “industrial outlook” is ‘‘ reasonably 
favourable.” 

Both surveys call attention to the large amount of juvenile 
labour that is absorbed by blind-alley occupations in these areas. 
The Manchester writers say: “It is . . . disturbing to find that 
blind-alley work and casual employment are on the increase. . . . 
In 1921, in Lancashire, of each 100 occupied boys fourteen and 
fifteen years of age, 18 were occupied as messengers; this number 
had risen to 26 by 1931. It is well known that distribution em- 
ploys young people on a scale much too large ever to make it 
possible that they will be employed as adults.” Professor 

Xichardson ends his analysis of juvenile employment with these 
words: ‘‘ The problem of juvenile labour in West Yorkshire is 
not unemployment, but the risk of entering blind-alley occupa- 
tions.” 

These books can be commended as valuable additions to the 
various industrial surveys that have already been made. They 
provide knowledge which is essential to the formulation of policies 
for dealing with the problems of the depressed areas. 

G. C. ALLEN 
University of Liverpool. 


Sweden: The Middle Way. By M. W. Cuitps. (London: 
Faber and Faber. 1936. Pp. 223. 10s. 6d.) 


Tus pleasantly written book is reported to have had an 
immense vogue in America. It is easy to understand why. In 
spite of the enormous difference in size between the two economies, 
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the problems which at present confront them have apparently a 
similarity even closer than the mere general consanguinity of 
the problems of democratic communities. More than half the 
book is concerned with the control of monopolistic power, either 
by private (co-operative) effort or by State competition. There 
is an excursion into the Swedish system of liquor control, and a 
more distant one into Danish agricultural organisation. Finally, 
there is a suggestive, but all too slight section on public policy 
and the depression. To English readers the first and last sections 
will probably be the most interesting. 

It appears that in Sweden the Co-operatives have instituted 
themselves the accredited social agents for trust-busting. It 
follows that they understand their mission somewhat differently, 
and in some ways more narrowly, than the English movement. 
Consumer interest occupies the centre of their programme, and 
they are deeply concerned with price policy. The story of the 
collapse of the price of goloshes makes most exciting reading, 
only surpassed by the dramatic account of the breaking of the 
electric-light bulb combination. Preoccupation with price policy 
is evident not only in economic, but also in educational policy. 
Here again is a contrast with the cultural aspirations of the 
British movement. The Co-operatives aim at following market 
prices, or a little below, until the time and circumstances are ripe 
for a frontal attack, which is then prepared with full propaganda. 
The success of these somewhat Fabian methods suggest that the 
American Government might derive a useful lesson from them. 
It is evident that the problem of monopolistic practices is a 
very pressing one in Sweden. The high standard of living makes 
the market attractive to large-scale enterprise, while its smallness 
frequently means that international connections are necessary for 
its development to be profitable. The Co-operatives have them- 
selves experienced this difficulty in the marketing of their electric- 
light bulbs. 

Mr. Childs is mainly interested in State enterprise as an 
alternative method of controlling monopolistic price policy. 
For instance, the State owns practically all the waterfalls and 
produces 35 per cent. of the electric power. It has been slow to 
grant monopoly franchises, and hence has easily enforced its price 
policy over a number of small competing companies. These are 
now only too ready to co-operate with it. There are, however, 
many other points of interest to English readers. The tradition 
of State industries in Sweden is a long one. This has no doubt 
greatly facilitated their development in an atmosphere free from 
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political controversy. It is interesting to note, however, that it 
has been found convenient to avoid direct public administration 
where the number of employees is large (as in the mines). 

The extent of publicly operated industry is very relevant to 
trade-cycle policy. Besides the waterfalls the State owns one- 
fifth of the vast timber supply (and is continually increasing its 
share relatively to the private wood pulp companies), extensive 
mining rights and a large part of the railway system. The Swedish 
fight against depression has been conducted on three fronts : 
(i) “reserve” work organised on a permanent basis by the 
National Unemployment Commission, (ii) public investment by 
State-owned industries, (iii) a consistent easy-money policy. 
There was, in addition, a large public works programme, con- 
templating expenditure of over £8 million (and thus comparable 
in relation to the national income to the American New Deal). 
Its operation was, however, delayed by political controversy, and 
ultimately the pace of recovery made it unnecessary to launch it. 
The reserve work of the N.U.C. is a system which has been in 
operation since 1914, and has in past seasons found employment 
for as many as 31,000 workers. The planning and preliminary 
operations are performed locally, the “‘ works ”’ being then carried 
out by the N.U.C.—but only in so far as the unemployment situa- 
tion warrants them. There is thus adequate control of the time- 
distribution of investment, but the nature of the works is 
necessarily somewhat limited. The biggest actual piece of public 
investment in the depression was the electrification of 530 miles 
of State railway (the power will also be publicly provided). 
Mr. Childs points out that Swedish recovery has also largely 
been assisted by devaluation and by luck—especially in the 
matter of the substitution of Swedish for Russian timber in the 
British market. It is evident that trade union unemployment 
payments and the expansion of co-operative investment during 
the depression have also played very useful parts. 

Mr. Childs does not devote a separate section to public finance, 
but one gathers that there are some interesting and unsolved 
problems in that field. So far Sweden has managed to avoid 
tariffs and other in-port restrictions almost completely. Moreover, 
the budget is balanced without either regressive taxation or high 
estate duties. It does appear, however, that social expenditure 
is less developed than in this country. State unemployment 
insurance has only lately been instituted, and old-age pensions, 
although universal, are very low. There are indications that any 
attempt to increase the tax burden in order to expand social 
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services will arouse fierce controversy. It will be necessary never- 
theless to find fresh revenue for an expansion of the pensions 
scheme which has already been passed, and also for any future 
development of the public works programme. On the other hand, 
the buoyancy in times of prosperity of State revenue from trading 
concerns must be a great assistance in paying off debt contracted 
in depression. : 

Although Sweden has by no means solved all its problems, 
either political or economic, it is both profitable and cheering to 
ponder on this account of a country that has at any rate the 
courage of the opinions of its economists. 

Ursuta K. Hicks 
Cambridge. 


The Second Five-Year Plan for the Development of the National 
Economy of the U.S.S.R., with Foreword by V.1. MezHuauK. 
Ed. State Planning Commission of U.S.S.R. (Moscow: 
Co-operative Publishing Society of Foreign Workers. Pp. 658. 
English Ed.: Lawrence and Wishart, 7s. 6d.) 

The Economic System in a Socialist State. By R. L. Hat. 
(London: Macmillan. Pp. 255. 7s. 6d.) 


THESE 542 pages of text and the 100 pages of statistical tables 
are a mine of important information. The book is a translation 
of the various technical reports of Gosplan which constituted the 
Second Five-Year Plan (1933-7). They cover such aspects as 
investment and technical reconstruction, electrification, heavy 
and light industry, food industries, agriculture, transport, 
localisation of industry, labour supply, trade and finance. “They 
are preceded by the Party resolution of February 1934 and the 
Soviet Decree of November 1934 by which the Plan was formally 
adopted. Mezhlauk (at that time chairman of Gosplan, and now 
in charge of heavy industry) contributes an interesting Foreword 
to the English edition, in which he summarises the results of the 
first three years. The Plan aimed to double the output of industry 
and of agriculture by 1937 (compared with 1932) and to more than 
double the output of consumers’ goods. Mezhlauk states that 
‘in 1935 the Soviet Union occupied second place in Europe in 
generation of electricity, third place in coal, first place in oil and 
peat extraction and copper smelting, second place in production of 
superphosphate, steels, etc.”’; and that “‘ 75 to 80 per cent. of the 
world’s tractor and combine production are now concentrated in 
the U.S.S.R.” ‘The quantum of industrial output in 1935 showed 
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an increase of 20 per cent. over the previous year (the annual 
growth having fallen to 6 per cent. in 1933). Electricity-genera- 
tion, in British Thermal Units, has doubled in three years, and 
the electrical power per worker is claimed to be some 15 per cent. 
higher than it was in Germany in 1930. Nearly all the output 
figures cited in this Foreword refer to the achievements of heavy 
industry; and one could have wished for more information con- 
cerning the consumption trades. It is of interest to learn that 
“in 1935 industry, for the first time in a number of years, fulfilled 
its plan for lowering production costs’; that “‘ the abolition of 
the ration-card system has immeasurably increased the significance 
of the rouble and of cost accounting as incentives and controlling 
factors of plan fulfilment’’; and that the country’s foreign 
indebtedness is now estimated officially at no more than 100 million 
roubles, “ to cover which would require far less than a single year’s 
gold output of the Soviet Union.” 


Mr. Hall joins the growing number of those who in recent years 
have taken up the challenge of Professor Mises concerning econo- 
mic calculation in a socialist economy. In this modest and com- 
petent little book he outlines a solution within the compass of 230 
pages, which differs in certain essential respects from other solu- 
tions to this problem which have recently been presented, and is 
also more detailed. In the theoretical setting which he gives to 
the discussion, Mr. Hall makes little departure from tradition, 
and on the whole accepts the Mises statement of the problem at its 
face value. The solution which he proceeds to offer can be said to 
fall within the category of what has been called ‘‘laisser-faire social- 
ism”; though, unlike the extremer wing of this school, Mr. Hall 
does not apparently consider an actual competitive market for 
producers’ goods to be an essential condition. He points out that 
the value of producers’ goods, whether under capitalism or 
socialism, is necessarily derived from the value of consumers’ goods. 
What is necessary to solve the problem of allocation is to know and 
to compare this derived marginal value in a particular use with the 
highest marginal productivity of the factor in alternative uses. 
To reach a proper equilibrium between these two quantities he is 
willing to rely on a method of “trial and error,” adjusting 
factor-prices until ‘the total expansions balance the total con- 
tractions.” Yet the allocation of factors is not to be made 
immediately by his Ministry of Production on the basis of the 
available data, but apparently through the medium of fixing an 
interest rate, rents, etc., on the basis of these data, and using these 
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rates as the basis of charges to be made to industries for the pur- 
chase of capital goods and natural resources. ‘This might seem to 
be a superfluous, as well as perhaps a confusing, piece of mechan- 
ism once the determining data are known (as he assumes they 
can be without any competitive bidding for factors) ; but about the 
practical details of this process Mr. Hall is not altogether clear. 
Mr. Hall’s treatment is, I think, open to the further criticism that 
he unduly neglects the importance of cases where marginal costs 
are below average costs (which he implies will occur only in one- 
plant industries) and also the importance of cases where ‘“ con- 
sumers’ voting ” on a market is not a reliable criterion of what 
it is in the social interest to produce (explicit mention of such 
cases is confined to police and defence, education and public 
health). But the general argument of the book is sensible, lucid 
and persuasive, and inspired by an acute, if cautious, insight into a 
problem which has lacked detailed treatment hitherto. ‘The book 
concludes with an interesting chapter on money,.in which it is 
argued that ‘“ the Socialist state would have no monetary diffi- 
culties because it has removed from individuals the power of 
taking monetary decisions,’ and with a discussion of change and 
capital-depreciation and of foreign trade. 
Maurice Doss 
Cambridge. 


La monnaie et la formation des prix. I. Les Eléments. By Louis 
Baupin. (Paris: Sirey. 1936. Pp. xi-+ 621. 60 fr.) 

Tus book forms the first half of Volume VI, and the third 
to be published, of Professor Truchy’s eleven-volume T'raité 
d’économie politique. 'To review it is not an easy matter, for the 
entire theory of value is compressed into the first two hundred 
pages, while as a treatise on money the last four hundred await 
completion in a subsequent volume. The sketch of the theory 
of value—in many ways able—is perhaps best described shortly 
as a combination of Marshall and Wicksteed. If the book as a 
whole were primarily about value theory, and not about the theory 
of money, one could wish for a less cursory glance at indifference 
curve analysis, and to have this analysis related more clearly to 
the Marshallian approach in which the author mainly deals. He 
does not, for example, distinguish clearly between price and 
income elasticities. 

When we reach the subject of money proper, shortly before 
page 200, the picture is drawn on a larger scale. But here the 
other difficulty asserts itself, for at many critical points—as, for 
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example, over the commodity standard—the reader is referred 
to the forthcoming volume. Nevertheless, the last two-thirds 
of M. Baudin’s book provide many good things. The historical 
sections are well done, if most of the material is familiar. Much 
the best chapters in the book are those on the precious metals, 
for the author’s digressions on the technique of mining, on the 
labour situation in the Rand and on American silver politics are 
a joy to read. Moreover, he brings together a good deal of 
unfamiliar information—for example, concerning the difficulties 
caused by the rise of silver in Morocco and Indo-China during 
and after the War (pp. 428 ff.). The later portions of the book 
are devoted to a critique of modern monetary theory, not for- 
getting Gesell, and even some pages on Messrs. Douglas and 
Aberhart. It is plain that M. Baudin does not consider much 
positive achievement is to be expected from the theory of money. 
If the author has some rather odd ideas about the rate of discount 
(p. 515), and if he is perhaps less than fair to Wicksell (pp. 542 ff.), 
he has at least much to say that is worth while about hoarding, 
particularly in France. Statistics of note circulation by size of 
note offer an approach which deserves to be followed up. The 
book is well illustrated by charts, and in addition to voluminous 
and very valuable footnotes there is an extensive bibliography. 


There is, naturally, no adequate index. 
HaroLtp BarGER 


University College, London. 


Migration and Economic Opportunity. By C. Goopricn and 
Others. (Oxford University Press. 1936. Pp. xvii +- 763. 
22s. 6d.) 

THIs majestic volume is the work of a Research Staff of 
economists and statisticians acting with an Advisory Committee 
appointed by the American Social Science Research Council. 
The commission of this organisation was (p. v.) “to consider 
what movements of population within the United States might 
be necessary and desirable, and what part, if any, the Govern- 
ment should take in encouraging or guiding them.” Naturally 
a wide range of problems are dealt with of topical interest in 
Great Britain—depressed areas, transference of labour, localisa- 
tion of industry, future trend of demand, optimum populations. 
In the first six chapters, four American depressed or “ problem ”’ 
areas are singled out by statistical tests, such as income per 
head and proportion of persons on relief, and the geographical, 
economic and social causes of their depression discussed with the 
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aid of admirable tables, diagrams and maps. The four areas 
are the Southern Appalachian Coal Plateaux, the Old Cotton 
Belt, the “‘ Cutover”’ region of the Great Lakes States, where 
forests were cut down on a soil unsuitable for other crops, and 
the Great Plains, where soil erosion has recently become so 
serious. In spite of the present fashion in favour of population, 
the authors do not hesitate to declare these areas over-populated 
and in need of emigration, and to give numerical estimates of 
the surplus requiring transference. In the Appalachian area 
(p. 61) “the fundamental cause of the low level of living is 
excessive pressure of popuiation on available resources.” In the 
Cotton Belt (p. 162) “if world markets are lost it will be desir- 
able, if not absolutely necessary, that six or seven million persons 
should migrate.” Nor do the authors place much reliance upon 
economic man. In an arresting chapter (IX) on ‘“ Unguided 
Migration’ they show that during the depression of 1930-33 
farms and population were increasing most in the poorest farming 
counties. 

For the pure theory of localisation perhaps the most inter- 
esting chapter is that called “‘ The Changing Pattern of Industrial 
Location.” Here the authors deal with a problem that has as 
yet hardly found its way into English text-books, though lectures 
are certainly given on it: the problem of the distribution of 
industry as between large or small cities, suburbs or country. 
Statistics are actually set out for as many as seven categories 
(degrees and sorts) of urbanisation, showing the percentage of 
all wage-jobs to be found in them for as many as forty-nine 
specified manufacturing industries. For instance, clothing, book 
and job printing and confectionery, are found pre-eminently in 
large cities; steel-works, pottery banks and worsted mills pre- 
eminently in suburbs (or the periphery to an industrial area) ; 
flour-milling, clay-products and, curiously enough, woollen mills 
pre-eminently in the country, or at least in a non-industrial area. 
In the last thirty years the trend of American manufacturing 
industry as a whole has apparently been away from large cities 
and towards the suburban industrial areas, or the country. 

The statistical records of manufacturing location are dis- 
cussed, as they should be, in conjunction with the theory of the 
optimum urban-rural distribution, and since the most efficient 
“‘ pattern ” depends mainly on technical conditions of produc- 
tion, transport and marketing, the conclusions of this American 
treatise are of interest to all countries where conditions are 
similar. And in a useful chapter (X) some hints are obtained 
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from Russian, German and British plans and policies. The 
main conclusion is the risk of settling the unemployed in home- 
steads in the depths of the country. Experience (p. 649) “‘ tends 
to confirm the doubts as to the ease with which manufacturers 
may be induced to move to homestead areas.” Instead, it is 
suggested, migration should be encouraged to places within 
touch of existing opportunities for work; though the “ touch ” 
need not be so close as before the era of motor-cars and the 
hard roads. Miners may now concentrate into small towns 
instead of pit villages or “‘ camps,’’ and factory-labour can settle 
in dormitory suburbs. As for the agriculturist, the extent of 
his economic opportunity should be observed by zoning his 
settlement so as to prevent the working of “ submarginal ” land. 

In spite of its detail and the many collaborators participating in 
it, the argument proceeds cogently, after examining (Chapter XI) 
specific American measures, towards (Chapter XII) a definite 
migration policy. Finally, appendices give ‘‘ diagram ” maps illus- 
trating past migration within the United States, and also tables 
of the present location of occupied persons within the industrial 
pattern of town and country. Altogether an excellent “ pro- 
ject ” in realistic economics excellently carried out. 

P. SARGANT FLORENCE 


University of Birmingham. 


Juvenile Unemployment in South Wales. By GwyNNE MEARA. 
(Cardiff : University of Wales Press. 1936. Pp. 141. 6s.) 


Tuts study, made in the last quarter of 1934, covers 14,000 
children, 10 per cent. of those in the region aged 14 to 17 in 1931. 
It is divided into two parts: (1) a study of the juveniles of the 
then insurable age category, made from official statistics ; and (2) 
a sample study of those aged 14 to 16, eligible to leave school at 
the end of the summer term 1936, two months, and then four 
months after eligibility was reached. The first questionnaire, in 
the case of uninsurable boys, shows an astoundingly high pro- 
portion of those able to leave, remaining at school. In no area 
did the percentage fall below 30, while the Lancashire average is 
17°8. Of those who left, three-fifths did so to hang outside the 
Employment Exchanges; and only 3 per cent. found work in 
other localities. (The Neath Report for 1930 states 50 per cent. 
of the boy migrants return home.) Slightly more than two-fifths 
of the girls stay at school, nearly three times as many as in 
Lancashire; a third left to help at home. Girls show themselves 
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as more mobile than boys, partly because the number of local 
openings for girls was less than one-third of that for boys. 

Coal-mining absorbed one-quarter of the boys who got local 
jobs; and selling 36 per cent. These were the only jobs available 
at Abertillery; and nearly all at Mountain Ash. Building, 
transport and engineering offered very few openings. Three out 
of every five girls who obtained jobs entered service; together 
with the distributive trades, it absorbed almost three-fourths of 
the girls obtaining jobs. Where migration occurred, personal 
service was usually the magnet, though the range of jobs for 
boys seemed to widen. Over two-fifths of the boys entered 
service ; and agriculture and engineering took 10 per cent. each. 

The second questionnaire assessed the position four months 
after. Of the boys expressly seeking work, 30 per cent., and of the 
girls 40 per cent. were still unemployed. This is 44 per cent. 
worse than the Lancashire statistics revealed, although the 
Lancashire study was made at the bottom of the slump, and the 
Welsh one during recovery; and the Welsh figures show the 
position one month later than the Lancashire report. 

But the most interesting table of all is where an attempt 
is made to reveal the true rather than apparent percentage of 
unemployment, by including those at school who are eligible to 
leave, among those available for employment. The results, how- 
ever, under-estimate the size of the female surplus, by excluding 
those staying at home. When only 1,483 such persons are covered 
by the study, it ought not to have been impossible to determine by 
sample those at home wishing to work. As it is, three-fourths 
of the available boys, and four-fifths of the girls were unemployed 
two months after eligibility ; and four months after nearly three- 
fifths and more than two-thirds respectively were still unemployed. 
Of those who found local employment within the four months, 
7 out of 10 boys entered either selling or mining, distribu- 
tion claiming a slightly larger share; and three-fourths of the 
girls took up domestic work or trading, service claiming three 
times as many as selling. 

Of the boys who entered selling, 90 per cent. became errand 
boys; and in coal mining it is common to discharge youths when 
their wages begin to approximate to that of an adult. While 
the former is definitely a blind alley, both offer but temporary 
employment. The large figure for entrants into coal mining 
is to be set against the great distaste of boys for underground 
work. Girls find some degree of permanence where they entered 


service, but here over-work and under-pay is not infrequent. 
AA2 
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A review of the problems of placing brings out the lack of 
co-operation between the large concerns and the work of placing 
committees, and the immense concentration (62 per cent.) of 
employment in the three largest towns. Migration, where the 
job offered carries with it neither room nor board, results, owing 
to the low wages earned by juveniles, in the family subsidising 
the employer so that the offspring may enjoy the right to work. 
Of the girl migrants 95 per cent. entered service, where 
living-in is frequent; this probably explains why more girls 
migrate than boys. It is significant that while 44 per cent. of the 
migrating youths entered service, no figure appears for the 
numbers placed in service locally. The handicap of a secondary 
school education is present in South Wales, as in Lancashire. 
Though Junior Instruction Centres were set up to counteract 
the danger of the unemployed becoming unemployable, where 
the danger is greatest the accommodation available tends to be 
worst. 

Two final chapters on the raising of the school leaving age, 
and on leisure, add little to what has been written many times 
before on these problems. Raising the school-leaving age by a 
year is neither a pailiative nor a solution to the prevalence of 
blind-alley employment and under-payment of juvenile workers. 

M. C. Daty 


Cambridge. 


Women Who Work. By J. Beaucuame. (London: Lawrence 
and Wishart. 1937. Pp. 104. 2s. 6d.) 

The Position of Women in Contemporary France. By Frances I, 
CyarK. (London: P.S8S. King. 1937. Pp. 259. 12s. 6d.). 

The Position of Women inthe U.S.S.R. By G. N. SEREBRENNIKOV. 
(London: Gollancz. 1937. Pp. 288. 7s. 6s.) 


TueEsE three books, on .the surprisingly little-tapped subject 
of women’s employment, are all of them for the general reader, 
and are largely descriptive. In Women Who Work information 
relating to wages, conditions of work, etc., in Britain, is given 
industry by industry, and chapters on work in offices, schools and 
hospitals, and work in the home are included. There is a short 
chapter on trade unionism, in which no attempt is made to relate 
the strength of organisation to wage-rates and unemployment in 
particular industries. Miss Beauchamp has done more than 
rearrange facts, which are fairly easily ascertainable, in suggesting 
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that there is widespread evasion of Trade Board and other regula- 
tions. She set out to paint a depressing picture, and in that she 
has been successful. 

The scope of T'he Position of Women in Contemporary France 
is wider than that of the other two, since it includes sections on the 
economic position and education of women, marriage and divorce, 
religion and feminism. The chapters on the economic position of 
women are unsatisfyingly general in nature. The author makes it 
conclusively clear that the number of women seeking gainful 
employment in France, as in Britain, has not increased appreciably 
since the war. 

The Position of Women in the U.S.S.R. is inevitably of the 
nature of an interim report, since the position of women in the 
Soviet Union has been changing so rapidly since the beginning of 
the First Five-Year Plan. Between 1929 and 1935 the total 
number of women workers and employers rose from 3-3 million to 
7-9 million, and there was a great increase in the number of occu- 
pations for women and in their degree of skill in these different 
occupations. As an interim report it is of considerable value, 
not only for its statistical material, which is full and clearly pre- 
sented, but also as a statement of the conditions, other than the 
offer of a money wage, which are necessary if married women are 
to be employed to any considerable extent in industry. Thus the 
chapter on the health of women deals with créches, kindergartens, 
communal restaurants, sport and the regulations relating to the 
employment of women. 

In the Soviet Union wages are related in a general way to the 
social value of the work done, so women’s wages are naturally 
equal to men’s. In connection with the question of equal pay for 
equal work, the great speed and eagerness with which women seem 
to acquire skill (when they are given the opportunity to do so) 
and the fact that 1-7 million women were unemployed in 1929 
(49 per cent. of the total unemployment) may be noted. Mr. 
Serebrennikov gives some information for a very few particular 
industries, relating to women’s exploitation of the working day 
and the working year and labour turnover. This suggests that 
women are little different from men in the first two respects, and 
that their labour turnover is less than men’s. This last suggestion 
is in opposition to a statement in the second book (p. 81) “ that 
women, especially young women, in search of higher wages change 


their employment more often than men.” 
M. E. Hitt 


Cambridge. 
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A Study of Industrial Edinburgh, 1923-1934. By Nora Minnzs. 
(London: P.S. King & Son. 1936. Pp. vi + 270. 12s. 6d.) 


Tuts is the first volume of a survey made by the accomplished 
Director of Social Studies in the University of Edinburgh. The 
conception was good. It was thought that, by selecting for study 
an area believed to be non-industrial and undepressed, a direct 
method of relief might be discovered for persons from more 
seriously affected districts through the provision of new employ- 
ment. One cannot doubt that the author had exceptional 
advantages, with her wide knowledge of the district and her 
academic experience, for conducting such a survey, and this 
view is confirmed by the excellence of the work produced. One 
may question, however, whether the area chosen fitly answers 
the definition laid down in her introduction. Table I in Chapter I 
draws attention to a remarkable and unexpected similarity between 
Edinburgh and Glasgow, in the distribution of productively 
occupied persons. In a later table comparison is made between 
the Edinburgh area and the south-west of Scotland, which was 
the subject of special inquiry on account of its depressed state 
in 1931. For nearly comparable periods the percentage decrease 
in employment in the former was much greater than in the latter 
in such important industries as shipping, non-metal mining, 
printing, paper and stationery, and clothing. Even in July, 
1935, when the percentage of unemployment for Great Britain 
had fallen to 15-4, for Leith it still stood as high as 23-7, a figure 
above that for the north-eastern area and only exceeded indeed by 
two divisions in the kingdom, namely Wales and Northern Ireland. 
It will thus be seen that the picture painted, which promised to be 
so refreshing, is not without patches of gloom. 

The volume is divided into two parts: the first part describes 
the industrial character of the area as a whole and discusses 
the employment position in general; the second part is devoted 
to more detailed studies of certain industries of particular im- 
portance to Edinburgh and the surrounding area. Of these 
special studies, two—Building and Contracting ; Printing, Paper- 
making and allied industries—are contributed by independent 
authors, and in the latter the history of the development of 
printing is traced from its origin in 1507 when the first royal 
patent was granted by James IV of Scotland. To such an 
industry—where a reputation for fine quality of work is jealously 
guarded and where pride of lineage and personal connections 
maintained over a long period of years count for so much— 
rationalisation is alien and mechanisation is anathema. 
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Students will regret the absence of an index to the book, but 
they will welcome the valuable explanatory notes in the text 
upon material extracted from such official sources as the decennial 
census, the census of production, and the Ministry of Labour 
employment returns. All these sources have been consulted 
extensively and with judgment. Suggestions have been offered 
also as to the most suitable directions for development in certain 
industries and for the improvement of conditions generally. 
These merit the attention of all concerned. 

We shall look forward with interest to succeeding volumes 
relating to the same area, but we are left guessing as to how many 
we are to expect and what their contents are to be. 

D. Carapog JONES 

University of Liverpool. 


The Last Thirty Years in Public Health. By Str Artuur NEws- 
HOLME, K.C.B., M.D., F.R.C.P. (London; Allen and Unwin. 
Pp. 410. 15s.) : 

It was only in 1935 that Sir Arthur Newsholme’s Fifty Years in 
Public Health was published, and already we have the further 
volume then foreshadowed, containing “recollections and re- 
flections on my official and post-official life ” from 1908 to 1919, 
when the author was Chief Medical Officer of the Local Govern- 
ment Board, and from 1919 to the present time. 

In dealing with his experiences in the Government service, Sir 
Arthur hints that, were it not for a proper official reticence, he 
might say more than he does, but he certainly lifts the veil which 
partially obscures the working of the Civil Service when he dwells 
on the grievance, already ventilated by him in his “ Ministry of 
Health,” which it seems that technical officers feel as to their 
position in relation to the administrative staff, and also when 
he enlarges on the rivalry between Government Departments. 

The practical remedy for the former difficulty is suggested 
by the author to be “ an approximation towards the methods of 
the best local authorities,” while in another connection also he 
shows his belief in our local government system, when he points 
it out as an extraordinary and deplorable fact that the administra- 
tion of sickness insurance was not entrusted to the local health 
authorities. 

The first part of Sir Arthur Newsholme’s new book consists 
largely of references to and quotations frora other of his published 
works—books, reports, memoranda, lectures, evidence before 
Royal Commissions. The remainder of the book runs rapidly (in 
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somewhat the same manner) over the author’s experiences in 
other parts of the world, and there is much of interest to be 
found in his comparisons between Great Britain and the United 
States in public health practice, comparisons which are some- 
times in favour of the one country and sometimes of the other. 
The reference to the system of city managers is not very happy, 
since the author states that the city manager is directly elected by 
the taxpayers and has autocratic power, whereas (although city 
manager charters differ widely in detail) it is usual for the city 
manager to be appointed by the elected council and, being liable 
to dismissal by the council and also, very often, subject to the 
possibility of the “ recall,” he cannot properly be described as an 
autocrat. 

The chapters on Soviet Russia are very short, since the author 
makes it clear that anyone interested in that subject should study 
his own and Dr. Kingsbury’s Red Medicine, and the great work of 
Sidney and Beatrice Webb, but he shows his sympathy with the 
system of sanitary control which Russia is building up. 


“ By thus beginning almost at zero point, Soviet Russia 
has one great advantage. Its public health service from the 
first is part of its general medical service. Thus personal 
and communal hygiene can be studied as parts of the same 
health problem. . . . It is strange that the unification of 
public health and general medical work which Russia has 
attained at a stride, is now only slowly and incompletely 
being reached in Western countries.”’ 


It has been possible to allude to only a few of the many 
subjects with which the author deals in this volume, but these 
allusions may be sufficient to indicate the variety of topics dealt 
with, the broadness of mind with which the author faces new 
experiences, his high appreciation of the work of others in the 
same field and his readiness at any time to correct impressions 
which he has previously formed. 

G. Montacu Harris 
Oxford. 


Co-operative Insurance. By N. Barov. (London: P. 8. King. 
1936. Pp. 391. 15s.) 


BritTIsH economists, with a few notable exceptions, have not 
devoted much of their energy to realistic inquiries into the 
economics of particular organisations and institutions. Authori- 
tative surveys are necessary for them as well as for adminis- 
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trators, civil servants and other specialists, and are particularly 
desirable when new branches of economic activity are opened out. 

Mr. Barou’s work on Co-operative Insurance is therefore to be 
welcomed as pointing to a field which has hitherto not been 
incorporated into either co-operative or insurance literature. If 
it is too much to hope that the discoverer of a new territory will 
himself be able to work it, it is at least to be hoped that he will 
be able to demarcate its boundaries and make a first advance 
into it. Unfortunately Mr. Barou does not reach even the level 
of competent bookmaking. 

Associations of consumers and producers were formed for 
specific business purposes—the former to eliminate middle-men, 
and thus to obtain commodities at cheap prices; the latter to 
eliminate the employer, to share the functions of the entrepreneur 
and to enjoy his profits! Great businesses were developed, and 
these found it essential to cover themselves against a number of 
risks—fire, life, liability for accidents to employees, etc. It paid 
them, as it pays other large organisations, to be self-insurers. 
They were also in a favourable position to provide sickness and 
industrial insurance for their members, and could appeal to them 
on grounds of loyalty to join their own societies rather than 
profit-making companies. 

Now, although there has been a considerable growth of 
Co-operative Insurance, the business covered constitutes a rela- 
tively small proportion of the total insurance required and 
actually bought by co-operators. The I.L.O. figures for 1934, 
relating to the co-operative insurance societies of twenty leading 
countries, record assets valued at about £30 million, of which 
nearly one-half was owned by the British Society. This amount, 
though not insignificant, is little more than one-tenth of the 
assets of the Prudential. 

To an enthusiastic advocate the present state of co-operative 
insurance is not satisfactory. Mr. Barou’s study is meant to 
give a clear picture of what has been done in over thirty countries, 
the principles underlying this development, and, above all, it is 
meant to persuade his readers that the growth of co-operative 
insurance is socially desirable. In the first part of the book an 
elaborate but unsuccessful attempt is made to analyse co-opera- 
tive insurance principles. The exposition is at many points 
tedious and obscure. He points to the well-known wastes in 
industrial insurance and to the less-known bad and expensive 
services offered to small farmers by profit-making companies. 
He discusses and analyses all the business covered by co-operative 
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societies. Unfortunately, instead of demonstrating that the 
rates of private companies are higher, he merely asserts that 
they are. The best part of the book is the bald statement of 
the growth of various branches of insurance in different countries 
under the ezgis of local co-operative societies. 

Within the pages of Mr. Barou’s book there lie buried three- 
quarters of the material necessary for a very useful 200-page book 


on Co-operative Insurance. 
JosEPH L. COHEN 


Motive and Method in a Christian Order. By Str Jostan Stamp. 
(The Epworth Press. Pp. 250. 6s.) 

Out of the Pit. By Joun Newsom. (Basil Blackwell. Pp. 118. 
3s. 6d.) 


Str JostauH StAmp’s book is not addressed to economists, but 
to ministers of religion and others who seek to apply ethical tests 
to our economic society. He says very truly that the number of 
those who are highly expert in religious doctrine and ethics and 
also in economic science is very small, and that much writing of 
this kind is of poor quality because the authors lack the necessary 
combination of disciplines. A large part of his book is devoted to 
pointing out the pitfalls which beset those who attempt the task. 
He is most interesting where he deals with questions of group 
psychology and group ethics, and he has little difficulty in showing 
the crudity of much thinking on those subjects. “In what 
precise sense can Birmingham love Croydon as itself, or the 
National Union of Railwaymen love the Railway Stockholders 
Union, or Newcastle Corporation love the Consett Iron Company, 
or France love Texas?’”’ The questions are worth asking—and 
answering. But Sir Josiah does not answer them; he only 
indicates their importance and complexity. His discussion of 
“ systems ”’ seems to me unsatisfactory; and his dictum that “a 
better machine presupposes a better man”’ is certainly open to 
question. Surely there are cases where an improvement in 
system might offset a deterioration in quality of men. Moreover, 
the parties to a system do not all stand in the same relationship ; 
and the dictum does not apply equally to those who devise or 
control systems and those upon whom they are authoritatively 
imposed. What is true is that, as Sir Josiah says elsewhere in 
this book, “ the whole body of ethics needs to be re-cast in the 
mould of modern corporate relations.”’ 


Mr. John Newsom’s book also is not primarily written for 
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economists. It is a vivid description of social conditions in the 
county of Durham, and it has contributed to the revival of 
interest in the special areas. Apart from its value as propaganda, 
the book’s most useful contribution is its record of actual sayings 
of miners, which throw a good deal of light upon their frame of 
mind and upon the working of social legislation. H.g. ‘‘ As long 
as you get the dole regular, well, you think twice before doing 
anything militant.” And“ There’s a fair number who would get 
more on the dole than if they worked.” By no means all the 
misery described in the book is due to the economic depression ; 
bad houses and unduly rapid childbearing have been features of 
Durham life for many decades past; Mr. Newsom is well aware 
of the fact, but it might easily escape a casual reader. 
Henry A. Mess 
Bedford College, 
London. 


The Middle Classes Then and Now. By FRANKLIN CHARLES 
Patm. (New York: The Macmillan Co. 1934. Pp. 421. 
15s.) 

THE value of this book lies in its last hundred pages. The 
rest, we feel, has been written as an introduction to this study of 
the bourgeoisie in the post-war world. Mr. Palm, in making his 
rapid survey of the centuries, must needs identify the middle 
classes with those who were engaged in commerce and industry 
and who favoured democratic government. For a subtle analysis 
of the part played by the public servants and the professions 
(though they are mentioned) there is no space. Had the author 
been content to describe the character and social status of the 
bourgeoisie in three or four selected periods, representing three 
or four distinguishable social systems, he might have been able 
to fill in each picture in some detail, but by adopting a narrative 
method he has condemned himself to giving us an outline history 
of Europe and America since the Middle Ages. For cannot the 
whole of that history be described as the rise of the bourgeoisie ? 
And so we have sketches of the Reformation, the Renaissance, 
Mercantilism, the French Revolution (not, curiously enough, the 
Fronde), the Industrial Revolution and all the other landmarks, 
in a manner too brief to inform the ignorant or to enlighten the 
educated. 

But, after turning the pages rather rapidly for some time, 
stopping to notice his selections of illustrative literature (especially 
when they include South American authors), one suddenly slows 
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up on arriving at chapter twenty-two, or thereabouts. Here 
Mr. Palm shows, not only that he has dipped widely into the 
sources, but also that he has some clear ideas as to the issues at 
stake. One regrets that he has left himself so little room to 
describe the middle-class movement in Germany and elsewhere 
at the beginning of this century, or to examine more analytically 
the common interests, if they exist, of the professions, the salariat, 
the small entrepreneurs, the small farmers and the black-coated 
workers in post-war Europe. 

Nevertheless, he gives a good lead to those who would delve 
deeper. In particular he brings out the dilemma of the new 
middle class. The old bourgeoisie has risen to power. The class 
below it can no longer survive by economic individualism. Crushed 
between capitalist and proletariat, it must turn to political power, 
to the State, for its salvation. Does this mean that it must 
sacrifice its political individualism as well? Is Fascism the only 
answer, or can democracy find its own solution? Mr. Palm 
introduces us to the problem and points to the evidence that is 
relevant to the study of it. More than this we could not fairly 
ask of him in so comprehensive a survey. 

T. H. Marsan 
London School of Economics. 


Regional Types of British Agriculture. Edited by J. P. Maxton. 
(London: Allen and Unwin. 1936. Pp. 318. 12s. 6d.) 


TueEsE fifteen essays were written to provide an outline 
description of the farming in all parts of Great Britain, for the 
benefit of foreign visitors to the Fourth International Conference 
of Agricultural Economists, held at St. Andrews in 1936. 

The collected volume undoubtedly fills a large gap in agri- 
cultural literature. It was possible, with the aid of Agricultural 
Statistics and the Agricultural Atlas, to study the localisation of 
different kinds of crops or types of livestock; it was possible, in 
Professor Scott Watson’s Rural Britain, to obtain a vivid impres- 
sion of certain types of farming, in some areas. But there was 
no up-to-date volume which gave an idea of the types of farming 
most commonly found in every area in Great Britain, and at 
the same time related these types to the fundamental factors— 
altitude, soil, climate and the concentration of industry and 
population. 

This work provides this information. It is divided into fifteen 
sections: an introduction and fourteen chapters, each dealing 
with one of the fourteen “advisory provinces”? into which 
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Great Britain is divided under the advisory and research scheme 
financed by the Ministry of Agriculture and the Department of 
Agriculture for Scotland. These chapters are contributed by the 
advisory economists who are responsible for this work, and who are 
thus thoroughly familiar with the agriculture of the province. 

It is a work of reference rather than a book to read straight 
through. As such it should prove of great value both to those 
who are interested in the agriculture of any locality, and to those 
who wish to see any part of the country they may be travelling 
through with a more intelligent eye. 

RutH CoHEN 
Agricultural Economics Research Institute, 


Oxford. 


The Revival of Agriculture—a Constructive Policy for Britain. 
Prepared by a Committee of the Rural Reconstruction 
Association. (London: Allen and Unwin. 1936. Pp. 138. 
3s. 6d.) 

Tuts book is typical of much of the sincere: but muddled 
thinking that occurs on the subject of agriculture. It is full of 
vague generalisations and incomplete analyses, and is so biased 
and inaccurate that it scarcely merits serious criticism. 

It opens with a distorted historical review of agricultural 
progress, or, in the opinion of the authors, agricultural deteriora- 
tion. In their view, the heyday of British agriculture occurred 
in the time of Elizabeth, when free peasants solved the problem 
of unemployment by dancing round the Mapole at least one day 
a week. But, later, narrow-minded Puritans, who disliked 
frivolity and believed that work was essential to the soul of 
man, enclosed the land, re-enserfed the peasants, abolished the 
Maypole, and introduced the theory of work for work’s sake. 
*“* Dealers and traders spread over the country-side, bankers and 
other lenders of money became established in most market towns 
of importance: everyone was tempted to run into debt” (my 
italics). Financiers got the upper hand and, by engineering the 
repeal of the Corn Laws, added still further to the general 
confusion. 

The authors next deal with the misdeeds of economists, and 
then pass on to elaborate their case for rural revival. “A 
prosperous agriculture ... provides the best natural per- 
manent market for the output of the industrial areas. . 
Agricultural production has a special advantage, sometimes 
overlooked, in that in many cases it secures a quick return for 
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investment. . . . There can be little reason to doubt that we 
could feed ourselves, though not exactly on the same food as 
we consume to-day.” And again, “This country is peculiarly 
suited to produce at moderate prices the greater part or probably 
the whole of its essential food requirements.”’ The authors then 
examine methods of implementing their policy, and recommend 
the fixing of “guaranteed standard economic prices.” By so 
doing they claim that employment in agriculture would be 
increased, a wealthy agricultural community would provide a 
home market for industry, and an “ enriched nation would have 
some increased funds available for foreign travel.” The opera- 
tion of the scheme is to be entrusted to a Federation of Agri- 
cultural Interests, which appears to be invested with, and would 
certainly require the powers of Stalin, Hitler and Mussolini 
rolled into one. 

In spite of the authors’ plea for a realistic approach to the 
agricultural problem, the book fails to face, realistically or other- 
wise, any of the main issues likely to arise as a consequence of 
the proposed policy, and it completely fails to justify the claim 
that ‘‘ unlike most books on agricultural revival, it is prepared by 
a group of individuals with a thorough knowledge of the subject.” 

A. W. Menztes-KitcHi1n 
Cambridge. 


The Marketing of Australian and New Zealand Primary Pro- 
ducts. By W. Mittar Smitu. (London: Pitman. 1936. 
Pp. xviii + 352. 12s. 6d.) 

Tuis is a sensible and carefully written book which should be 
useful to students of marketing organisation and to those who 
are interested in the history and technique of State intervention. 
Of the six chapters, four are factual and two speculative. The 
first four deal with the history of large-scale marketing, the legal 
background of marketing organisation, the extent and nature of 
price control, and the structure of the main markets. The last 
in particular is very well done, and will be helpful to those who 
have not time or opportunity to consult more detailed works (of 
which there is a good bibliography). Wool and wheat are of most 
importance to Australia, dairy products and meat to New Zealand, 
and in the wool trade Australasia is predominant. It is almost 
the only primary product in which there is no State control, and 
there was no accumulation of stocks during the depression. It 
is fortunate for the Australian economy that the wool-growers 
have been so sensible. 
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There is a good description of the marketing regulations by 
means of which primary producers are attempting to recoup 
themselves for the burden imposed on them by the tariff on 
secondary industry, through controlled home prices and export 
dumping, notably in the Australian dairy and dried-fruit indus- 
tries. But this is not of such widespread interest as it would 
have been a few years ago: Australia and New Zealand, once 
pioneers in State intervention, have been left far behind by the 
vast experiments in other primary producing countries. They 
are both continuing their experiments, so that any book on the 
subject becomes out of date before long. Even since Dr. Smith’s 
book went to press, there have been two important developments. 
The Australian marketing legislation has been declared unconstitu- 
tional by the Privy Council, and a referendum to amend the 
Federal Constitution so that the Commonwealth could make 
marketing schemes has been defeated. The schemes are still 
maintained by voluntary action, but it is obvious that Australian 
consumers do not like them: we may ask whether our own 
Agricultural Marketing Schemes would survive a referendum. 
In New Zealand, tre advent of a Labour Government has brought 
various changes, especially a guaranteed price for dairy products. 

In the last two chapters, Dr. Smith discusses what he calls 
the problem of maximising returns to the producers, and the 
marketing prospect. The real difficulty, as he sees, is one com- 
mon to many countries: the determination of farmers to be 
farmers, and the inflation of land values to an extent incom- 
patible with an adequate return. This is followed by political 
pressure and devices for price maintenance, subsidies and so on. 
He discusses the possibilities of marketing economies, the reduction 
of wholesalers’ margins, and the extension of imperial trade, but 
considers that none of these offers any permanent remedy. 
Australasian primary production cannot profitably extend much 
further, and if there is to be a larger population, it must be 
supported by an extension of secondary industry. Dr. Smith 
agrees with this view, but it is not yet a popular one with poli- 
ticians or publicists either in England or Australasia. 

R. L. HAtt 
Trinity College, Oxford. 


Cotton and the A. A. A. By Henry I. Ricuarps. (Washington : 
The Brookings Institution. 1936. Pp. xv + 389. $2.50.) 


Tus book is one of a series of studies by members of the 
Brookings Institution on the aims and achievements of the 
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Agricultural Adjustment Act: it was completed shortly after 
the invalidating decision of the Supreme Court. Since opinion 
in the United States seems still to favour the comprehensive 
control of agricultural output—as witness the enactment of a 
Soil Conservation Act to replace the A. A. Act—the issues with 
which Dr. Richards deals are still much alive. The working of 
the A. A. Act—through crop reduction contracts, benefit pay- 
ments, processing taxes, etc.—has already been described in this 
JOURNAL; here it need only be added that in the case of cotton, 
compliance with the 25-45 per cent. crop reduction programme 
was made nearly compulsory by the Bankhead Act; and further- 
more, the price-raising effect of these measures was supported 
by some virtual price pegging performed by means of loans on 
cotton. 

Part of the book is occupied by an account of the practical 
administration of the Acts; on this subject it is sufficient to say 
that this vast and complicated task seems to have been accom- 
plished, on the whole, with considerable success. Of more interest 
at present is the question whether the Acts succeeded in raising 
incomes from cotton, apart from benefit payments; and if so, 
whether this rise in incomes was a pure gain. Incomes, in fact, 
rose from $464 millions in 1932-33 to $728 millions in 1935-36; 
and although the depreciation of the dollar and general business 
revival contributed to this result, Dr. Richards, in spite of some 
apparent reluctance to endorse the policy of the A. A. A., concedes 
that a substantial part of the improvement was due to crop 
reduction as such. 

But acreage contraction in the United States was accom- 
panied by expansion elsewhere. While Dr. Richards probably 
exaggerates the responsibility for this development resting on 
American price-raising, and pays perhaps insufficient attention 
to domestic conditions in the expanding countries (such as the 
encouragement of cotton in place of coffee in Brazil), it is never- 
theless only to be expected that American contraction, under 
conditions of rising mill demand, would evoke increased pro- 
duction abroad. Thus the author would seem to be reasonable 
enough in his contention that crop reduction in the United States 
can raise farmers’ receipts from cotton (apart from benefit pay- 
ments, etc.) only temporarily, save in exceptional circumstances. 
From this point of view the A. A. A. programme was justifiable 
only as a valorisation measure, to tide farmers over the 1931-34 
slump. By corollary, therefore, the Supreme Court decision 
came none too soon. 
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But it is also arguable that the displacement of American 
acreage by foreign (within limits) might well be welcomed in the 
United States, on the grounds that the Southern States have 
concentrated on cotton to an extent inimical to efficient land 
utilisation, including soil conservation, and that the social economy 
superimposed on cotton as almost the sole cash crop should be 
amended by the development of alternative forms of husbandry. 
Dr. Richards glances at this argument, but dismisses it chiefly 
on the ground that cotton is a high employer of labour, and that 
only its cultivation on a pre-A. A. A. scale can obviate considerable 
displacement and migration. If this is a good reason, presumably 
it holds also against the Soil Conservation Act, under which cotton 
farmers are to be paid bounties for replacing cotton by other 
crops which do not deplete the soil. It is to be hoped therefore 
that Dr. Richards will in due course follow his capable analysis 
of the A. A. Act by a similar study of its successor. 

JoHN Kirk 


Landwirtschaftliche Preisstitzungen. By Max Grar THURN. 
(H. & J. Lechte. Emsdetten. 1936. Pp. 126.) 


THE writer of this book has set out to survey and classify the 
different methods of intervention designed to raise the prices of 
raw products. The result is a laudably short work which is 
interesting and informative, its value being much enhanced by 
the numerous examples of measures adopted by European 
countries in recent years. Count Thurn makes no attempt to 
draw any final conclusions as to the good or bad effects of inter- 
vention in general in this field, although it is sufficiently clear 
that his sympathies lie on the side of the non-interventionists. 
He does, however, come to one very definite conclusion—namely, 
that once a State has started on the inclined plane of interference 
it will be driven on inevitably until not only home and foreign 
trade, but also production, and ultimately even consumption, are 
subjected to a rigid and comprehensive system of State control, 
leading eventually to full socialism. 

Here it may be suggested the writer has gone too fast and too 
far. The State interventions in food and raw material prices in 
overseas countries have been mainly due to the great differential 
fall in the world market prices of those products which have 
suffered most from the economic blizzard. Even now, when the 
evidence of revival in most of the industrial states is indisputable, 


the prices of raw products are still slow to move. It seems certain, 
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however, that a continuance of industrial prosperity must lead 
to marked increases in these latter prices also. When this comes 
about it will not be difficult, and it will certainly be advantageous, 
to abolish the more extreme types of restrictive measures, which 
have been adopted only under pressure of circumstances, and 
which are by no means popular with many producers. The 
alternative propounded by the author—either complete laisser- 
faire or complete State control—does not correspond to the facts 
of the situation. In which country in the world has there been 
no attempt made to intervene in the marketing and pricing of 
raw products, but is it to be expected that all these countries are 
bound inevitably for socialism? It is true that in war-time, 
when all supplies are very short, partial control is worse than 
useless: but the same argument does not apply to peace con- 
ditions, even when there is a glut, and still less when the majority 
of producers are making profits. The lessons of the potential 
advantages of organised marketing are unlikely to be lost in either 
producing or consuming countries, and in the latter group both 
economic and political considerations are unlikely to allow of a 
complete abolition of all measures of State interference. But the 
presumption in favour of a considerable measure of decontrol, as 
more normal price relationships are established, is strong. Count 
Thurn has done well to point to the tendency towards the pro- 
gressive extension of intervention when dealing with a large 
number of inter-related products, as in agriculture, and to 
emphasise its dangers. But it is a pity to spoil a good case by 
over-stating it. 
C. W. GUILLEBAUD 
St. John’s College, Cambridge. 


Wages, Cost of Living and National Income, 1860-1930. Vol. II, 
Wages in Sweden: Part II. By the Staff of the Institute for 
Social Sciences, University of Stockholm. (London: P. 8. 
King. 1935. Pp. xix + 393. 15s.) 


Tuts volume completes the investigation into wages in Sweden 
in the period 1860-1930, undertaken by the Institute for Social 
Sciences in the University of Stockholm. It falls into three 
parts: Government and Municipal Services, Agriculture and 
Forestry and the General Movement of Wages, 1860-1930. The 
primary records on which the indices are based are discussed in 
detail ; and students of wage statistics can learn a great deal about 
the peculiarities and possibilities of Swedish data. In the con- 
cluding section the cyclical and secular movements of industrial 
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wages are examined in relation to other factors, such as changes 
in the rate of investment and the structure of the labour market. 

Recent empirical work on wages has underlined the im- 
portance of systems of wage payment. In the Swedish municipal 
services the extent to which the hourly earnings of skilled men 
exceeded those of unskilled diminished from 30 per cent.,in 1895 
to 5 per cent. in 1920, and then rose to 20 per cent. by 1930. 
The main reason for this trend was the application of piece-work 
rates to unskilled labour. The problem in agriculture is compli- 
cated by payments in kind which take various forms. An 
instructive account is given in Chapter XVI of the methods 
used to get over these difficulties. Since the War there has been 
much less uniformity in the trends of wages in different industries 
than was the case previously. A comparison may be made 
between rates of remuneration in public services and in private 
industry. During the great inflation of 1913-20 the annual 
salaries of elementary school teachers went up by 331 per cent., 
those of municipal skilled workers by 200 per cent., and the 
earnings of workers in manufacturing and mining by 187 per cent. 
The real income of Swedish elementary school teachers rose by 
no less than 92 per cent. between 1913 and 1928. 

Before Sweden reached her modern status as an exporter of 
capital goods of high quality her chief exports seem to have been 
the sturdy sons of her soil. Gross emigration from Sweden in 
the half-century before the War amounted to 1,256,000. The net 
loss by migration was 1,003,000, which was a quarter of the 
population of the country in 1870. The peak was reached in 
the ’eighties, when the net outflow was 347,000, or three-fifths 
of the natural increase. The vast majority of the emigrants 
settled in the United States. There was a large surplus of 
labourers in agriculture, who had to choose between emigration 
and entering the industrial market; and apparently most of them 
preferred to take their chance in the New World. The centre 
of gravity in Sweden moved towards the industrial north and 
the urban communities. 

This large volume of emigration had important effects on the 
wage structure. Agricultural labour became relatively scarce, 
particularly after the imposition of corn duties; and the daily 
earnings of male labourers increased by over 45 per cent. between 
1890 and 1910. The attracting power of the industrial market 
became much weaker; and agricultural labourers, though 
unorganised, saw their remuneration rise faster than that of 
organised labour in manufacturing and mining. 

BB2 
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A suggestive chapter is devoted to Industrial Wages and 
Production, in which the course of earnings in manufacturing 
and mining is compared with that of “‘ value added,” the prices of 
products, the rate of interest and investment in mechanical 
equipment. Space does not allow more than a brief allusion 
to the results. “‘ The changes in the ratio of wages to value added 
per worker correspond to such changes in the value added as 
are due to variations in the prices. On the other hand, the 
trend of wages agrees approximately with the changes in pro- 
ductivity.”” From the ’nineties to the War the manufacturing 
industries were becoming more “capitalistic”; and _ this 
‘accelerated the increase in the value added as compared with 
the quantity of labour utilised, and tended to reduce the share 
of labour in the value added.” Students interested in the 
dynamic aspects of distribution would do well to study Chapters 
XXII-XXIV of this book. 

Local variations in the wages of a particular grade of labour 
are difficult to measure, even when satisfactory material is 
available. A useful attempt has, however, been made in this 
volume. Figures relating to the daily summer wages of casual 
agricultural labourers in every commune in four counties were 
assembled; and the upper and lower quartiles are expressed 
as percentage deviations from the median in 1911-13 and 1926-8 
for each county. The analysis brings out, among other things, the 
effect of collective bargaining in reducing the local dispersion of 
wage rates. 

The Stockholm Institute is performing a valuable service in 
making these studies available in English; and it would perhaps 
be a mark of ingratitude to complain of the several misprints 
which have been overlooked, the most serious of which occurs in 
a title on page x. Mr. Ingvar Svennilson, who was responsible 
for most of the volume here reviewed, is to be congratulated on 
the thoroughness of the analysis and on the skilful way in which 
he has used the records to throw light on questions of theoretical 


interest. 
BRINLEY THOMAS 


London School of Economics. 


Accidents and Their Prevention. By H. M. Vernon. (Cam- 
bridge University Press. 1936. Pp. ix + 336. 15s.) 
Tuts work is the most complete yet published to cover acci- 
dents in every walk of modern life. Two series of three chapters 
(V-VII and X-XII) deal with road and with factory accidents; 
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and three single chapters (VIII, IX and XIIT) deal with railway 
accidents, accidents in and about the house, and coal-mining 
accidents. In each case the statistics of frequency and, where 
possible, severity rates are presented in comparative tables to 
show the causes at work; and the possible methods of prevention 
are then taken up one by one. 

Broadly speaking, there are three lines of prevention, sum- 
marised in the concluding chapter (XIV) as legal control, psycho- 
logical methods, and mechanical devices; and for future im- 
provement Dr. Vernon attaches greater importance to the first 
two than to the last. Under legal control the new traffic code 
is detailed at length, and the present inadequacy of enforcement 
of safety on roads, as compared with factories, is well brought 
out. The psychological approach to safety lies through elimina- 
tion of the accident-prone by practical or laboratory tests, 
through education (e.g. school instruction and safety-first posters) 
and, we should have thought, through incentives to employers. 
Surprisingly enough, Dr. Vernon does not deal with the policy 
of grading premiums for insurance against compensation, accord- 
ing to the employer’s precautions or his actual accident experi- 
ence. But on behalf of psychological methods as a whole, he is 
clear (p. 328) that “‘ only a small proportion of the accidents 
now experienced in factories could be prevented by more com- 
plete safeguarding,’’ and that even on roads “ the mechanical factor 
is less important than the psychological one.” 

Owing to the importance attached to psychological causes, 
the chapters which are perhaps of greatest interest in this book 
are the three chapters devoted to the analysis of certain psycho- 
physiological factors in accident causation such as (II) individual 
differences; (III) the “ personal qualities”’ of age, experience 
and fatigue; and (IV) environmental conditions. Dr. Vernon 
presents some telling evidence of the extreme danger of the first 
few days of factory life—a regular slaughter of the inexperienced 
seems to take place; and he also shows that, at the other end of 
the scale, old age is a distinct accident “ hazard.”’ An excellent 
summary is given of the effect of physical environment such as 
air temperatures; in his conclusions on optimum warmth Dr. 
Vernon is speaking at first hand from his recent investigations in 
factories and coal-mines. 

But when the theory is advanced that fatigue affects accidents 
only if it is excessive, the proof is often second-hand and some- 
what out of date. Here Dr. Vernon merely reproduces state- 
ments made in his Industrial Efficiency and Fatigue published in 
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1921, and since then severely criticised. For instance, Dr. 
Vernon tried, and still tries, to show from statistics collected by 
myself for the British Association Committee in 1915 that, in 
industry, afternoon are no higher than morning accident rates. 
This entirely ignores the fact that an unknown number of the 
factories involved did not work Saturday afternoons, and that, 
since the exposure to risk was different, morning and afternoon 
rates were not comparable. This difficulty was carefully pointed 
out in the original report and in a subsequent publication, but 
has now been twice ignored by Dr. Vernon. Dr. Vernon admits 
the remarkable increase in accidents during the consecutive hours 
of working spells of the day-shift, illustrated by his own Fig. 9, 
but attributes this in his chapter on environmental conditions 
partly to speeding up. The exhaustive consideration of the 
limits of the effect of speeding up on accidents in U.S. Public 
Health Bulletin No. 106, also discussed in the Economic JOURNAL 
for June 1923, has apparently escaped Dr. Vernon. The rise in 
accidents during the spell is also attributed to the workers’ 
mental state as a result of getting up as late as possible and 
hurrying, or altogether omitting, their breakfast. At a fuse 
factory studied in 1916-17 Dr. Vernon tells us (p. 94) workers 
“arrived at the factory in a lethargic and depressed condition. 
They brightened up gradually in the course of the morning, for 
they generally had a cup of tea at about 9 a.m., and they had 
their dinner break to look forward to. In consequence, they 
became less attentive to their work and accidents multiplied 
accordingly.” The psychological assumptions of this interpre- 
tation were dubious enough when it was first produced in 1921; 
it should not have been reproduced in 1936 without support 
from authentic psychologists. 

This book, however, must be judged, not by some of its 
detail, but by its very comprehensive whole. Few sorts of 
accidents and few sorts of causes of accidents are left unrecorded. 
Wherever possible the records are summarised for the reader in 
admirably ordered statistical tables or in clear-cut figures and 
diagrams. Criticism is offered, where it is deserved, to official 
interpretations of the statistics, and Dr. Vernon’s own conclusions 
are set out in a straightforward way that should appeal strongly 
to the general reader. 

P. SARGANT FLORENCE 


University of Birmingham. 














NOTES AND MEMORANDA 


TRENDS IN THE LANCASHIRE Cotton INDUSTRY: A REJOINDER 


An article by Mr. Saunders, entitled “‘ Recent Trends in the 
Lancashire Cotton Industry,” which appeared in the March 
number, was in the nature of a criticism of our cotton indices, an 
account of which was printed in the JouRNAL in September last 
year. 

Mr. Saunders’ criticism falls under two main headings. First 
he is doubtful whether the utility of final indices can be very great 
for the cotton industry. Secondly, he maintains that the reliabil- 
ity of statistics on which our indices were based vary very greatly, 
that some of our criterions were ill-chosen, and that there are 
“ grave objections to the combination into composite indexes of 
the very diverse and heterogeneous series used.”’ If Mr. Saunders’ 
contention that no index can be compiled for the cotton industry 
as a whole is correct, then the remainder of the criticism requires 
no reply. But is his contention correct? He says that we are 
right in emphasising “‘ the point that exports alone are no longer 
an adequate indication of changes in the activity of the cotton 
industry.” We doubt if they ever were; but if they have ceased 
to be, and if for many purposes the industry must be considered 
as a whole, then surely it is essential to attempt to find some new 
measure of its activity and prosperity. 

Mr. Saunders says, “‘ The cotton industry is less a single econo- 
mic unit than a group of industries, each of which sells the largest 
part—but by no means all—of its output, and buys the largest 
part—but by no means all—of its materials, within the group. 
There is probably little to be gained from the association of diverg- 
ing statistical series, of varying reliability, into a single composite 
index intended to represent the activity of a very heterogeneous 
industrial group.” This type of argument in regard to the cotton 
industry has a very familiar sound, and embodies, for instance, the 
kind of view which, prior to the formation of the Joint Committee 
of Cotton Trade Organisations, was wont to be expressed by those 
who opposed its creation. Yet the Committee has done useful 
work in upholding the interests of the industry as a whole and 
making representations to the Government on its behalf. 

In concluding his article, Mr. Saunders says that our indices 
present a picture of decline between 1932 and 1935, while “ there 
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is reason to believe that the real trend both of activity and pros- 
perity has been fairly stable with an upward tendency in certain 
sections since 1932.” Unfortunately, he does not tell us on what 
this “reason to believe” is founded, nor by what process of 
reasoning he has arrived at the belief. We imagine those who hold 
this belief may (if they have taken all the following factors into 
consideration) have said to themselves: “It is true that within 
the period yardage of piece-goods and value exported have de- 
clined by 10 per cent. Yarn exports have remained stationary as 
regards weight, but increased in value by 10 per cent. Deliveries 
to spinners have taken such and such a course, employment and 
unemployment such a course, operatives’ earnings and profits 
have moved in this direction, home trade in piece-goods, yarn for 
electric cables and motor tyres have moved in that direction. 
Taking all these factors together, we have ‘ reason to believe ’ 
that from 1932 to 1935 the industry on the average, remained 
stable.”” But such conclusions of the position of the individual 
factors must surely have been based on some figures relating 
thereto, and we think that by publishing such figures and bringing 
them together in a composite index number, some substance is 
given to the “ reason to believe.” 

Our Index number for Activity shows that the variation 
between 1932 and the lowest point within the next three years was 
7 per cent. This does not show a position of great instability 
nor seem to contradict Mr. Saunders’ “reason to believe ” that 
within the period activity had been fairly stable. We, therefore, 
cannot understand on what grounds he says the index gives an 
inaccurate and misleading impression. 

Our Prosperity Index of the entrepreneur shows a greater di- 
vergence, but Mr. Saunders’ criticism is based on the fact that 
“the actual trend of profits appears to have been rather different 
from the changes in the prosperity of the industry suggested by 
Elsas and Ellinger’s index.”” They are not quite the same thing. 
The trend of profits does not necessarily coincide with the pros- 
perity of the entrepreneur; the entrepreneurs being the share- 
holders in the various concerns. Notoriously from a profit-making 
view the industry has been passing through a bad time. If 
within the period losses have been reduced or profits somewhat 
increased, as long as profits have been insufficient to pay dividends 
on the ordinary shares, and in many cases insufficient to meet the 
dividends on the cumulative preference shares with a consequent 
piling up of arrears, the prosperity of the entrepreneur as measured 
by the value of his property will have progressively declined. 
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Turning to the more detailed criticism, we agree that the relia- 
bility of such statistics which are available varies. We think the 
same criticism applies to the series used in any index number. 
Mr. Saunders criticised our use of variations in the spinning capa- 
city of the industry. We agree, and as his chart of the ratio of 
production to productive capacity also will not answer our purpose 
as long as productive capacity is itself continuously changing, we 
shall in future, when compiling our index, leave out this criterion 
altogether. We had only used a weight of 12} per cent. for it, and, 
having re-drawn our chart after omitting it, we find that in the 
present instance it does not substantially affect the trend. 

We cannot answer the criticism that our series are hetero- 
geneous; for Mr. Saunders does not tell us on what the opinion 
is based nor give us any examples. We certainly took the greatest 
pains to make them homogeneous, deliberately excluding some 
criterions which we should have liked to use, but the homogeneity 
of which was open to question, and we do not think that the 
criterions which we have used as set out in our article can be fairly 
assailed on the ground of lack of homogeneity. 

Our article in the September JourRNAL concluded by saying 
that we were confident that the index was open to many criticisms 
and was capable of improvement. Meanwhile, we said, we have 
made a beginning, and it was better to have some kind of measure 
than no measure at all. We hope that, building on our foundation 
and making such improvements as the fuller knowledge and in- 
formation at their disposal will enable them to do, some suitable 
body in Lancashire may take over the task and relieve us of the 
burden of future compilation. 

M. J. Esas 
BaRNARD ELLINGER 


SPANISH Prices: A Repity. To Dr. M. J. Exsas 


In his review of my Money, Prices, and Wages in Valencia, 
Aragon and Navarre, 1351-1500 (Economic History, Vol. III, pp. 
482-484), Dr. M. J. Elsas intimates that failure to indicate the 
grades of the commodities and to explain how transportation costs 
were handled arouses uncertainty as to the homogeneity of the 
series, and thus impairs the usefulness of my results. Moreover, 
he concludes with the following sentence: “If the author in his 
final volume were able to amplify the series by giving a more 
detailed explanation of the method applied than he has given in 
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the first two books, he would provide the reader with the means to 
make full use of the valuable material he has unearthed.” 

In the paragraph on p. 50 from which Dr. Elsas quotes a sen- 
tence, which, when removed from its context, suggests the contrary, 
he could have found the “ lacking ” indication of “ the category or 
quality ” of the leading commodities for Valencia; and he might 
have turned to the Index and found under “ Commodities, grades 
of” that on pp. 99 and 155-156 respectively similar material was 
available for Aragon and Navarre. Dr. Elsas apparently failed to 
observe the frequent references to the elimination of commodities 
such as textiles, shoes, fish, and building materials because of 
inability to determine their precise quality, and that nearly one 
out of seven of the articles actually tabulated (pp. 215-260) was 
excluded from my general index numbers because of some doubt 
as to homogeneity. 

The following statements on pp. 43-44 of my work should have 
resolved Dr. Elsas’ doubt regarding the handling of transportation 
costs: “ Drayage was invariably either included or excluded in 
transcribing the quotations of bulky commodities such as wine, 
grain, and building materials. The practice of the contemporary 
accountant was usually adopted, but it frequently proved necessary 
to make adjustments for changes in his method of handling local 
transportation costs.” 

I am not willing to agree, as Dr. Elsas surmises, that the growth 
of population “in Valencia from 1380 to 1500, and more particu- 
larly from 1446 to 1500,” tended to raise rather than to lower 
prices; and I did not intimate on p. 281 of my “ first book ” that 
“the decrease of population in Spain at the close of the sixteenth 
century led to an increase of real wages in consequence of lower 
prices and higher money wages at the beginning of the seventeenth 
century.” His reference to the influence of the necessary utilisation 
of either poorer or more distant land upon agricultural prices when 
population was increasing, shows that Dr. Elsas was confusing real 
costs in agriculture and the commodity price level. 

In questioning my choice of a calendar year rather than a 
harvest year, Dr. Elsas seems to have overlooked the fact that, all 
commodities considered, the calendar year was as good a harvest 
year as could be devised. To mention only a few articles, new crops 
of olive oil and common wine, which rivalled wheat in importance, 
reached the market in the first and second quarters of the year 
rather than in the third; while flax, rice, and carob beans were at 
least a full quarter later than wheat. 

An unweighted index number is open to the objection (which, 
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incidentally, Dr. Elsas does not state) that all commodities are 
weighted equally; but it is free from a grave defect in that it does 
not pretend to greater accuracy than can be attained. Perhaps 
only historians of prices are aware of the utter inadequacy of the 
data available for weighting medieval index numbers. 

In view of the fact that the discussion of materials and methods 
absorbs not less than 51-04.per cent. of the text dealing with prices 
and wages in my first two volumes on Spanish prices, I hardly feel 
justified in following Dr. Elsas’ suggestion that in the final volume, 
now in preparation, I “‘ amplify the series by giving a more detailed 


explanation of the method applied.” 
Earu J. HAMILTON 


Duke University. 





EXHIBITION OF RECENTLY DISCOVERED DocUMENTS RELATING 
To ADAM SMITH 


No less than five discoveries of papers relating to-Adam Smith 
and his family have been made. These belonged to two branches of 
the Bannerman family, and, through the generosity of Dr. J. P. 
Bannerman and Mr. J. W. Macfarlane, they have been presented 
to the University of Glasgow. There are more than two hundred 
papers, and all of interest are being printed or summarised, together 
with many others (which supplement or illustrate them) from the 
University archives and other sources, in a volume entitled Adam 
Smith as Student and Professor, which will be issued by the Pub- 
lishers for Glasgow University in the autumn. An announcement 
will appear in the next number of the JouRNAL as to reduced terms 
on which this volume can be obtained by Fellows of the Society. 

These papers are likely to introduce a new era in the study of 
Adam Smith. In view of their number and importance, it is a 
matter of surprise that they have been unused. It may be guessed 
that in the last eighty years the family may have communicated 
some scraps of information from them, but this has been sometimes 
inaccurate, or has been misunderstood. 

It will be some time before this large collection can be made 
available for consultation, since many of the papers require repair. 
In the meantime, in view of the occurrence of the bi-centenary of 
Adam Smith’s matriculation at Glasgow on November 14th next, 
a selection from them will be exhibited with other recently dis- 
covered documents and relics of Adam Smith in the Hunterian 
Library of the University. In order to make the Exhibition con- 
venient in date to those who are likely to take the greatest interest — 
in it, it will begin on September Ist. 
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Writing so far in advance, it is impossible to say exactly which 
documents and books it will be possible to include, but the selection 
is likely to comprise the following. Quite the most interesting 
group of papers consists of the concluding parts of three of the 
lectures of the final course which Adam Smith gave at Edinburgh. 
Two of these relate to Division of Labour, while the third contains 
the first form of the much-discussed sentences on the Atonement. 
There is also the earliest draft of the “ Essay on the Affinity of 
English and Italian Verses.” Amongst the letters there is a draft 
of a very long one which describes the reception of The Wealth of 
Nations and continues with what is, in effect, an autobiography 
covering the years 1767 to 1780. A student’s essay in the collection 
with the title “An Enquiry into the Laws which Govern the 
Conduct of Individuals in Society ’” may, or may not, be by Adam 
Smith—a question which is discussed in the book mentioned above. 
A French MS. on the Revenue of Genoa is related to the investi- 
gation which was described in an article on “ Adam Smith at 
Downing Street 1766-7 ” (Econ. Hist. Rev., VI. p. 79). Another, 
dealing with early prices in Scotland, may have been communicated 
to Adam Smith by Hailes. It is not impossible that it may have 
been his own work—another matter which is also discussed. 

The letters are numerous. There are some which Adam Smith 
wrote from Oxford, others to David Hume, and drafts, either in 
Adam Smith’s own hand or in that of an amanuensis, to various 
correspondents. In the circumstances letters to him are much more 
frequent. The writers include Alexander Wedderburn (who had 
been one of his students and who became Lord Chancellor), Adam 
Ferguson, Andrew Millar (publisher of The Theory of Moral Senti- 
ments), T. Cadell (publisher of The Wealth of Nations), William 
Robertson, Sir Gilbert Elliot of Minto, the first and second Earls of 
Shelburne, Robert Cullen (whom Adam Smith described as the best 
student he ever had, and who was later a Scottish judge), Professor 
Joseph Black, Professor John Millar, John Glassford (an eminent 
Glasgow merchant), Sir J. Grey Cooper, John Macpherson (con- 
nected with the Arcot controversy and a Governor-General of 
India), Madame Denis (niece of Voltaire), John Roebuck (the 
inventor), the Duke de la Rochefoucauld, Henry Mackenzie (the 
essayist), John Logan (the poet), George Dempster (the statesman), 
Lord Porchester (a former student and later first Earl of Carnarvon). 
Henry Dundas (subsequently Viscount Melville), J. Stuart Monteath 
(an old college friend) and the Duke of Buccleuch. Of a more mis- 
cellaneous character is a list made by Adam Smith’s valet of his 
wardrobe when he was in Paris. This is quite a lengthy document. 
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The parchments for his admission as a freeman of Glasgow and 
Musselburgh constitute the only evidence that he received these 
distinctions. 

The collection is very rich in particulars about Adam Smith’s 
father, of whom little has been known hitherto. The most im- 
portant of these relate to some of the official positions which he held, 
such as part of the first draft of an account of a Jacobite plot just 
before the Union, the proceedings at a court martial at Edinburgh 
of the same period, and a list of documents to which the great seal 
of Scotland was affixed in the years following the Union. 

It is hoped that it may be possible to exhibit some examples 
from the remarkable series of Adam Smith documents previously 
in the possession of the University, particularly those identified or 
acquired recently, as, for instance, a long Report of a Committee, 
of which Adam Smith was Convener and which was drawn up by 
him, on “ the Powers of the Rector and Principal of the University,”’ 
and the Report, in his own handwriting, of his management of the 
University Library when he was Questor from 1758 to 1760. 
Amongst the books there are several which were presentation copies 
from Adam Smith, others (consisting of Collections of Pamphlets) 
have the ‘‘ Contents ” in his own hand, and a few have lately been 
found in the Library in which he wrote his name and where he made 
notes on the end papers—a practice which has not been traced in 


his own library. 
W. R. Scorr 


OFFICIAL PAPERS 


The Social Consequences of the Economic Depression. By WLADIMIR 
Woytinsky. (International Labour Office. 1936. P.S. King. 
Pp. xi + 364. 7s. 6d.) 

Tuts book is a statistical survey of the impact of depression 
from 1929 to 1933 upon the nationai incomes of most of the 
important countries of the world; and of the varying fortunes 
of the social groups which compose their populations. In Part I 
the author sketches boldly the theory of measurements of variation 
in total national income, both from the side of production and from 
that of consumption, and in terms of money and of goods. Pro- 
ceeding to the records of the period of the depression, he brings out 
a broad contrast between the degrees of decline in the physical 
activity of agriculture, industry and commerce, and in reductions 
in the payments they received for their respective physical con- 
tributions. Actual reduction of output was restricted mainly to 
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industry and commerce; but the divergences of the different 
groups of prices shifted much of the loss due to this reduction onto 
the agricultural producers, who maintained or increased their 
output. This shifting was especially important internationally ; 
it is startling to find (to take two extreme cases) that more than 
half of Great Britain’s loss through reduced output was recouped 
by an improvement in the terms of international trade, and that 
the 20 per cent. fall in the ‘“‘ real income ” of Bulgaria was almost 
exactly accounted for by the gap between the volumes of her re- 
duced imports and her increased exports. 

In Part II the author deals with the main social groups in turn. 
Among the recipients of “labour income ” he finds in almost all 
countries a great contrast between the fortunes of the wage- 
earners and the salaried officials, public and private. The first 
group suffered the brunt of unemployment, short time (the 
measurement of this is one of the most interesting technical parts 
of the book), and wage reductions, and was often disintegrated 
by the hostility between employed and unemployed. The second 
for the most part kept their jobs, met with reductions of wages 
much less than those in the cost of living, and, especially in the 
case of public officials, found their social consequence increased. 
Among independent workers, including farmers, the adjustment 
took the form of harder work and more intense competition for the 
shrinking market ; but the ‘‘ small men ” increased their numbers 
and improved their relative position almost everywhere. Of 
large capitalists and the very wealthy, M. Woytinsky has little 
definite to say; he distrusts the contention, based on taxation 
statistics, that their losses were really very great; and in any case, 
looking at the matter from a social point of view, he is disposed to 
stress their maintenance of consumption out of reserves. He 
concludes with an interesting analysis of the evidence of savings 
banks for the continuance of savings throughout the depression ; 
he thinks that the striking results were due to an actual increase of 
savings by the middle classes and the wealthy, sufficient almost to 
counterbalance withdrawals of deposits by the poor. 

One general line of criticism may be noticed The author 
appears to be rather incautious in his use of statistics, which are 
primarily relevant to wage-earners, to obtain conclusions about 
the fortunes of salaried persons, officials and the middle classes in 
general. For instance, the changes in the “ real income ”’ of all 
classes is obtained by reducing their money income in later years 
to terms of 1928 or 1929, by means of crude cost-of-living index- 
numbers. But it is certain that the prices of many things import- 
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ant for middle-class expenditure fell much less than the official 
cost-of-living indices, which relate to wage-earners’ budgets; and 
the startling improvements which M. Woytinsky finds in real 
incomes of salaried workers and officials is probably, for that rea- 
son, largely illusory. Again, the contention (p. 264) that “ the 
depression did not exclude members of the middle classes from 
employment .. . there were none who were unemployed,” is 
not warranted by the statistical evidence of unemployment, 
which does not cover these classes, and is opposed to the general 
impression of the appearance of an “‘ unemployed intelligentsia ”’ 
of young men and women, who found the avenues from high school 
and university into their intended occupations closed to them. 

But the general characteristic of the book is the author’s 
incisiveness and sureness of touch. He handles a great mass of 
statistical material with rare skill, and makes of it a book which is 
not only authoritative, but also eminently readable. It is to be 
hoped that he will in due time produce a sequel to_describe the 
period of recovery. 

R. F. BRetHEeRton 
Wadham College, Oxford. 





CuRRENT ToPics 


Tue Annual Meeting of the Society was held at the London 
School of Economics on Wednesday, May 26th, when Professor 
A. C. Pigou was elected President in succession to Professor 
W. R. Scott, who has now completed the usual term of three 
years. Professor Scott was elected a Vice-President. The 
Honorary Secretaryships left vacant by the deaths of Professor 
Cannan and Professor Foxwell were filled by the election of Mr. 
R. G. Hawtrey and Mr. R. F. Harrod. Professor J. Jewkes of 
Manchester and Professor N. F. Hall of University College were 
added to the Council. 

The aggregate membership of the Society remained nearly 
constant through the year, the new elections a little more than 
making good the losses. This has now been the case for three or 
four years, and it would appear that, after a period of rapid growth, 
the aggregate membership of the Society is approaching its 
maximum for the time being. The Council would welcome a 
larger number of applications from young students of economics, 
and it would be helpful if members of academic staffs at the 
Universities would call the attention of their pupils or of those 
who are finishing their courses to the advantages of membership. 
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Sir A. W. Flux, who is now resident in Copenhagen, has 
accepted the office of Danish Correspondent of the Society in 
succession to the late Professor Westergaard. 


A RECIPROCAL arrangement has been entered into between the 
Royal Economic Society and the Canadian Political Science 
Association, by means of which the members of each Society can 
receive the Journal of the other Society on special terms. The 
Canadian Journal of Economics and Political Science, which is 
the quarterly journal of the Canadian Political Science Association, 
publishes articles on the economic, political and social problems 
of Canada and on the general theoretical issues raised by these 
problems. The Journal also contains reviews, notes on current 
Dominion and Provincial Legislation and on Canadian official 
publications. Each issue will contain a 12-page instalment of a 
regular bibliography of Canadian economics. 

Members of the Royal Economic Society resident in the 
British Isles can obtain this Journal in return for the very moderate 
subscription of 6s. per annum, payable through the Secretary of 
the Royal Economic Society (the regular subscription is $3). 
Members who wish to avail themselves of this arrangement should 
communicate with the Assistant Secretary, Mr. 8. J. Buttress, 
6 Humberstone Road, Cambridge. 

At the same time, members may like to be reminded of a 
similar arrangement with the Economic Society of Australia and 
New Zealand, by which their organ, the Economic Record, can be 
supplied to them for 6s. per annum. In this case also applications 
should be made to Mr. Buttress. Particular attention is called 
to the fact that Library members are eligible under this scheme. 
Thus a Library member can obtain the publications of the Royal 
Economic Society, of the Canadian Political Science Association 
and of the Economic Society of Australia and New Zealand for 
an inclusive subscription of 33s. per annum. 





THE Council of the Royal Institute of International Affairs 
has decided to establish Chatham House Research Chairs of 
International Studies. The first appointment will be made 
shortly to the Price Professorship of International Economics. 
The appointments will be made by the Council, and will be 
confined to British subjects. Those who wish to be candidates 
should make application as soon as possible to Mr. I. S. Macadam, 
C.B.E., Chatham House, St. James’s Square, 8.W. 1. 
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The regulations provide that the Professor shall pursue 
continuous researches in his subject of study, and the results of 
these shall be submitted for publication under the auspices of the 
Institute, subject to certain exceptions. He is to co-operate in 
writing the Annual Survey of International Affairs, if he is invited 
to contribute chapters which fall within his field of study. He will 
be expected to keep in touch with the leading authorities at home 
and abroad on all matters bearing on his special field and to form 
a channel of contact between such authorities and the Institute. 
In the selection of candidates due regard shall be paid, not only 
to the possession of academic qualifications, but also to experience 
in the practical conduct of affairs in the field related to the subject. 
The salary of the Professor, who shall devote his whole time to 
carrying out his duties, shall be not less than £1,200 per annum, 
and he will participate in the Royal Institute of International 
Affairs Staff superannuation scheme. The initial appointment 
will be for a term of five years, and thereafter. the Professor will 
be eligible for reappointment until the age of retirement. Special 
provision may be made for research and secretarial assistance and 
for the necessary expenses of the Professor in travelling abroad 
in pursuance of his duties. These extracts from the regulations 
are, however, subject to the full text which can be obtained from 
Mr. Macadam. 


A Congrés International des Sciences Economiques et Sociales 
will be held at Paris, beginning on the 15th of July next, on the 
occasion of the Paris Exhibition. The Congress will take place 
under the auspices and with the co-operation of the leading 
economists in France. The sessions will be divided between 
five sections as follows : 


Section I. Economie Politique :—L’Etalon Or et son Avenir. 

Section II. Economie Sociale :—Le Chomage et ses Remédes. 

Section III. Histoire Economique :—Les Antécédents Histor- 
iques et l’Economie Dirigée. 

Section IV. Finances Publiques :—Des Fonds Spéciaux dans 
les Finances Publiques et plus particuli¢rement des 
Programmes de Travaux Publics. 

Section V. Economie Coloniale :—La Coopération des Indi- 
genes et des Européens dans la Mise en Valeur des Pays 
Coloniaux. 

It is much hoped that a number of members of the Royal 


Economic Society will attend. Special concessions will be allowed 
No. 186.—voL. XLVI. cc 
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for fares on French railways, and many special arrangements will 
be made. Those wishing to attend should apply for further 
particulars to the Secrétariat Général du Congrés, 12, Place du 
Panthéon (Faculté de Droit), Paris, V°. 





British Association, Section F. The British Association meets 
this year at Nottingham from September 2nd to September 8th. 
On September 2nd there will be a group of papers on the problems 
of Labour Transference, by Mr. Humbert Wolfe of the Ministry of 
Labour, Mr. Hallsworth of the Unemployment Assistance Board, 
Dr. Oeser and Mr. A. D. K. Owen. A second group of papers on 
Costs in Retail Distribution will be given by Professor Plant, 
Professor Shields and Mr. H. G. Selfridge, Jnr. Other papers 
include one by Mr. R. F. Harrod on “ Business Experience and 
Economists’ Assumptions’; “Significant Factors in Canadian 
Economic Development,” by Professor Innes of Toronto; and 
‘“‘ Death Benefit and Industrial Insurance,’ by Professor Levy. 
The Presidential Address by Professor Sargant Florence on 
““Economic Research and Industrial Policy ” will be given on 
Friday, September 3rd. All inquiries should be addressed to 
Dr. P. Ford, University College, Southampton. 





Sir William Beveridge will shortly be leaving the London 
School of Economics, of which he has been Director since 1919, 
to become Master of University College, Oxford. He will be 
succeeded as Director by Professor A. M. Carr-Saunders, who 
since 1923 has been Charles Booth Professor of Social Science in 
the University of Liverpool. 


The issues of the Economic JouRNAL for March and September 
1936 are now out of print. As a few additional copies are required 
for the purpose of completing sets, the Secretary of the Royal 
Economic Society would be much obliged if any Fellows who can 
spare their copies of these issues would return them to the 
Assistant Secretary, Mr. S. J. Buttress, 6 Humberstone Rd., 
Cambridge. A payment of 3s. will be made for each copy so 
returned. 











RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Part I, 1937. The Consumption of Statistics: Lorp Kennet. The 
Construction of an Index of Business Activity: Ki. C. Ruopexs. 
A New Calculation of the Poverty Line: R. F. Grorer. The 
Irish Free State Census of Distribution: I. Doveuas. 


Economica. 


Fresruary, 1937. An Analysis of Unemployment, II: Sir W. 
BrverIDGr. The Working of the Pre-War Gold Standard: P. B. 
WHALE. LEconomics and Knowledge: F. A. von Hayek. The 
Pig-Cycle in Great Britain ; An Explanation: R. H. Coase and 
R. F. Fowuer. A Note on the Supply Price.of Enterprise: K. 8. 
IsLEs. 

The Review of Economic Studies. 


Fresruary, 1937. A Theory of the Business Cycle: M. Ka.ecxt. 
A Simplified Model of Mr. Keynes’ System: J.E. Maver. Dynamics 
of the Crisis ; a Suggestion: G. L. 8. SHackie. On the Economic 
Theory of Socialism, II: O. Lance. Mr. Lerner’s Note on Socialist 
Economics: O. Lance. Income and Rent ; a Study of Family 
Expenditure: H. W. Stncer. A Note on Measurement of Utility : 
P. A. Samuetson. Limitational Factors and the Llasticity of 
Substitution : N. Kaupor. 


The Manchester School. 


Vou. VIII. No. 1. Recent Changes in the Organisation of the Japanese 
Cotton Industry: G. C. Auten. The Theory of Industrial Loca- 
tion: S. R. Dennison. Changes in British Import Trade, 1924- 
36: G.N. BurrerwortsH and H. Campion. 100 per cent. Money : 
A. M. Neuman. World Population: J. O. Irwin. The Trade 
Cycle : J. STAFFORD. 


The Sociological Review. 


JANUARY, 1937. Authority and the Family: T. H. Marsuatn. A 
Survey of Mental Ability in a Rural Community : M. V. MaTtHEws 
and others. State and Revolution in the Paris Commune, the 
Russian Revolution, and the Spanish Civil War: F. BorKenav. 
Variability of the Sex-Ratio of Criminality: L. Rapztnowicz. 
Nature and Nurture in Mental Development : S. PELLER. 

Apri, 1937. Maitland as a Sociologist: E. Barker. The Social, 
Spiritual, and Cultural Elements of the Interhuman Life: L. von 
Wisse. Social Differentiation and Assimilation: C. Bovuark. 
Means Tests and Responsibility for Needy Relatives: P. Forp. 
The Migration of British Citizens between the United Kingdom and 
Europe: R. 8. WALsHAW. 

cc2 
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The Eugenics Review. 


ApriL, 1937. Some Economic Consequences of a Declining Population : 
J.M. Keynes. Speeches at the Galton Dinner. The Heredity of the 
Royal Caste: W. T. J. Gun. The Population Problem and the 
Future: D. V. Guass. 


Science and Society. 


Vou. I.,No.1. Oct. 1936—Jan. 1937. Economics and Science: S.R. B. 
PooLe. Some Cultural Consequences of Birth Control : P. HopKins. 
The Effect of Social Forms on Social Sciences: J. D. BERNAL. 

Vou. I., No. 2. Fepruary—May, 1937. The Changing Economic 
Order: G. D. H. Cote. Some Considerations of a Socialist Society 
from the Point of View of a Socialist Worker: K. Howtanp. Why 
do we Oppose Socialism: J.C. FLUGEL. Economic Repercussions 
of a Common Habit: D. H. Kress. Anthropology Looks at 
Economics: R. Firta. The Economic Significance of the Modern 
Family: D. Russewy. Ideas, Ideals, and Social Change: J. LEwIis. 


The Banker. 


Marcu, 1937. Financing Stock Arbitrage: W. W. Syrerr. The 
Chinese Banking Situation: H.C. G. Stater. Banks and Foreign 
Exchange Brokers: P. Ernzia. 

ApriL, 1937. Building Societies in Transition: R. E. Brrp. Banking 
Statistics and Economic Theory: A. V. BarBER. Exchange 
Equalisation Account and Forward Dollars: P. Erxzic. Thrift in 
1936: W.M. Dick. Soviet Foreign Trade and the Balance of 
Payments: L. Seaau. Recent Canadian Banking Trends: E. B. 
ROBERTS. 

May, 1937. The Banks and the Trade Cycle. Life Policies as Security : 
A. V. Barser. Banking and Married Women. Bank Reserves : 
I. Fisoer. Hire Purchase Finance and Machine Control: C. R. 
Curtis. Standstill Bills: P. Ernzic. The Future of the Sterling 
Bloc: W. W. Syrett. The New Paris Office of the Westminster 
Foreign Bank: C. H. REtty. 


Lloyds Bank Monthly Review. 


Fresruary, 1937. Ottawa and After: H. V. Hopson. 
Marcu, 1937. T'he Stock Exchange in 1929 and 1937 : H. PARKINSON. 
ApriL, 1937. Economic and Financial Position in France: F. JENNY. 


Midland Bank Monthly Review. 


JANUARY-FEBRUARY, 1937. The Risks of Boom Conditions and the 
Means of Protection: R. McKenna. 

Frsruary—Marcg, 1937. The Meaning of the “ Fall in Gilt-Edged.”’ 
Exchange Stabilisation Funds Compared and Contrasted. 

Marcxu—ApriL, 1937. The Trend of Balances of Payments. European 
Exchange Funds. Eggs: The Producers’ Dilemma. Business 
Conditions in Northern Ireland. 


Westminster Bank Review. 
Fesruary, 1937. The Chairman’s Speech. 
Marca, 1937. Revival in Shipping. 
APRIL, 1937. Rising Costs. 
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Planning. 
No. 92. Industry and Health. 
No. 93. How Milk is Distributed. 
No. 94. The Problem of South Wales. 
No. 95. Finance and World Trade. 
No. 96. Milk Consumption. 
No. 97. Agriculture’s Part—I. 
No. 98. Agriculture’s Part—II. 


Local Government Administration. 


Marca, 1937. Municipal Enterprise in Germany: B. M. Pienant. 
Centralised Purchasing: J. NICHOLSON. 


New Fabian Research Bureau Quarterly. 


Serine, 1937. Foreign Policy and National Defence: R. W. B. 
CLARKE. The Programme We Want : F.C. Watkins, W. Roperts, 
M. Foor. Five Years from Ottawa: H. GartsKett. Retail Trade 
and Malnutrition : C. CLARK. 


International Labour Review. 


Fepruary, 1937. The Twenty-first and Twenty-second (Maritime) 
Sessions of the International Labour Conference: IL. The Present 
Status of Economic Planning: II. The Problems Involved: P. W. 
Martin. Economic and Social Development in Iraq: A. M. 
DJAMALZADEH. 

Marcu, 1937. Agricultural Planning and Farm Wages in New Zealand : 
K. J. Ricnues. Work Creation Policy in Germany, 1932-35 ; 
I: L. GREBLER. 

Aprit, 1937. Family Allowances in Italy: B. Biact. Handicrafts in 
India: 8. K. Rasa. Work Creation Policy in Germany, 1932- 
1935 ; II: L. GREBLER. 


The Canadian Journal of Economics and Political Science. 


Frepruary, 1937. The Political Ideas of William Lyon Mackenzie : 
R. A. MacKay. The Imperial Conference: R. MacG. Dawson. 
The Decline in the Canadian Birth-Rate: W. Burton Hurp. 
Newfoundland, Economic and Political: I: A. F. W. PLUMPTRE ; 
IIT: A. M. Fraser; III: H. A. Innis. Mr. Mackenzie King’s 
Foreign Policy, 1935-36: E. Retmp. Unemployment; And Mr. 
Keynes’s Revolution in Economic Theory: F. H. Knicur. 


Journal of the Annamalai University. 


OcToBER, 1936. Unemployment—its Causes and Cure: B. V. NaRra- 
YANASWAMI Narpvu. Sixty Years of Madras Cereal-Prices: S. 
SUBRAMANIAN and S. RaMAKRISHNAN. The Growth of India’s 
Population : 8. SUBRAMANIAN and 8. RAMAKRISHNAN. 


The Quarterly Journal of Economics. 


FresRuArRY, 1937. The General Theory of Employment: J. M. KEynus. 
The Components of the Circular Velocity of Money : J. W. ANGELL. 
Anticipations, Business Planning, and the Cycle: A. G. Harr. 
The Nature of the ‘‘ Rate Base ”’ in the Regulation of Public Utilities : 
M.G.pECuHazEavu. On Measurement of Relative National Standards 
of Living: M. K. Bennerr. Implicit Theorising ; A Methodo- 
logical Criticism of the Neo-Cambridge School : W. LEONTIEF. 
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The Journal of Political Economy. 


Frsruary, 1937. Old Age Security in the Social Security Act: KE. E. 
Witte. Studies in the Supply Curve of Labour: E. H. Scuorn- 
BERG and P. H. Dovetas. The Coinage Legislation of 1834: 
P. M. O’Lrary. Planning for Totalitarian Monopoly: F. A. 
FETTER. 

Apri, 1937. Some Notes on Duopoly and Spatial Competition: A. P. 
LERNER and H. W. Sincer. Venetian Bankers, 1496-1533: A 
Study in the Early Stages of Deposit Banking: F.C. LANE. The 
New Industrialism in Latin America: G.WuytE. The Economics 
of Carl Menger: G. J. STIGLER. 


The Review of Economic Statistics. 


Frpruary, 1937. No. I, Part l. The Period 1919-1936 in the United 
States ; Its Significance for Business-Cycle Theory : 8. H. SuicuTER. 
The Pareto Law: N. O. Jounson. Review of the Year 1936: 
W. L. Crum. 

No. I, Parr 2. A Selected Bibliography of the Literature on 
Economic Fluctuations, 1930-386: R. A. GoRDON. 


Journal of the American Statistical Association. 


DrceMBeER, 1936. Karl Pearson, 1857-1936: R. PEARL. Statistics on 
Copper in the United States: Y.S. Leone. Industry Statistics in 
Marketing Management: S. J. KennEpy. Development of the 
Postal Savings System: L. SissmMan. New System of Population 
Accounting in the Netherlands : H. W. Meruorst. 


The American Economic Review. 


Marcu, 1937. The Economist in a World in Transition : A. JOHNSON. 
Problem of Structure in American Labor: P. Tarr. Competitive 
Substitutes for Public Utility Service: B. N. Beutine. Surplus 
Labor and Social Wage in Great Britain: W. Bowpren. Windfall 
Tax and Processing Tax Refund: W. F. Fercer. Commons on 
Institutional Economics : C. L. James. Are Time Deposits Money ? 
Lin Lin. Chain Store in U.S. and Canada: C. F. Putuuips. 
Sanctions and Trade Restrictions in Italy: W. G. WELK. 

SupPpLEMENT. Marcu, 1937. Papers and Proceedings of the Forty- 
ninth Annual Meeting of the American Economic Association, 
December, 1936. 


The Annals of the American Academy of Political and Social Science. 


Marcu, 1937. Current Developments in Housing. (A discussion 
designed to contribute to a better understanding of the factors 
involved in achieving adequate housing for all economic groups.) 


Heonometrica. 


Aprit, 1937. The Summation of Random Causes as the Source of 
Cyclic Processes: KE. Suutzky. Mr. Keynes and the “ Classics ”” ; 
A Suggested Interpretation: J. R. Hicks. Monopoly Over Time : 
G. Tintner. The Sensitivity of Taxes to Fluctuations of Trade : 
R. F. BRETHERTON. 
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Social Research. 


FEBRUARY, 1937. Japan in World Economics: E. LEDERER. What 

Marx Means To-day: E. Hermann. Residential Building in 

the United States and Great Britain: A. Brauntau. Scarcity and 
Abundance of Capital as a Cause of Crisis: A. Kanter. The 


[ Dispute between Catholicism and Liberalism in the Early Decades 
‘ of Capitalism: G. Briers. Totalitarian “ Elections” in Italy 
To-day : G. SALVEMINT. 


Wheat Studies (Stanford, California). 


JANUARY, 1937. World Wheat Survey and Outlook, January, 1937. 
World wheat supplies 1936-37 are the smallest since 1926-27, 
but international shipments of wheat in August-December 
were larger than last year, owing to the heavier European demand, 
particularly from Italy. The increase in trade, was, however, 
moderate compared with the reduction of supplies in importing 
countries. High wheat prices, relatively lower prices for other 
grains and tariffs, contributed to this. Wheat future prices 
advanced sharply during September—December. Recent prices 
are even perhaps too low in view of the international supply 
position. World net exports, which were 526 million bushels in 
1935-36, seem likely to approximate 560 million this year. Total 
year-end stocks will probably be the lowest since 1925. 

Marcu, 1937. World Wheat Acreage, Yields and Climates. Three 
world maps are included. The first shows the geographical dis- 
tribution of world wheat acreage and the average post-war levels 
of wheat yields per acre. The second shows the principal climates 
of the world for the regions within which wheat is grown, and the 
third shows annual average rainfalls. The discussion is related 
to these maps, and considers, among other matters, the yield 
per acre, rainfall and temperature. The meteorological values 
generally associated with the lower levels of wheat yield and 
the ‘‘ optimum ”’ meteorological values are both considered. 





Journal des Economistes. 

JANUARY—FEBRUARY, 1937. L’Quvre du Gouvernement: E. PAYEN. 
La Banque de France en 1936: E. Rovutanp. La Hollande et sa 
monnaie: B. pE CastEsa. Le Développement de l’Industrie 
textile polonaise: C. DE Kownackt. Revue de l’Académie des 
Sciences morales et politiques : O. PicHor. 


Annales de la Société Scientifique de Bruxelles. 


JuLty—DrecrMBER, 1936. L’Industrie et les Ouvriers sous Vancien 
Empire Egyptien: G. Dyxmans. Le Manse a l’Epoque Carol- 
ingienne: O. Tutiprr. La Structure sociale de l’ Agriculture en 
Belgique et ses Particularités en Wallonie et en Flandre : A. HENRY. 
Irréversibilité de VEvolution Economique: G. v. EsBroxrck. 
L’ Organisation économique et sociale du Manchoukuo: P. Simon. 


Bulletin de V Institut des Sciences Economiques. 


Freprvuary, 1937. La Belgique en 1936. Le mouvement social en 1936 : 
H. Vetcr. Le marché de l’emploi: F. Cracco. Les revenus : 
F. Baupuutin. La politique charbonniére belge: C. DEMEURE. 
La métallurgie en 1936: R. DE StrycKker. Les industries des 
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biens de production: C. Roger. Les textiles: H. VAN CRIEKINGE. 
LD’ Agriculture: F. Smeyers. Transports: L. Avaxtan. Le 
commerce extérieur : J. JUSSIANT. Lte. 





Weltwirtschaftliches Archiv. 


Marcu, 1937. Industrialisierung Chinas; Chinas Industriewirt- 
schaft im Aufbau: H. H. K’Une. Die Industrialisierung Chinas 
unter Beriicksichtigung der landlichen Industrien: Hsten-Dina 
Fone. Die arbeitsmissigen Voraussetzungen fiir eine weitere 
Industrialisierung in China: Ha1-Fone Cuene. Die allgemeinen 
kapitalmiissigen Voraussetzungen fiir die Industrialisierung Chinas : 
Ssu-Mu Liane. Entwicklung und Aufbauméglichkeiten des 
chinesischen Transportwesens unter dem Gesichtspunkte der Indus- 
trialisierung: Ho-Sen CuHen. Die Bedeutung des Kisenbahn- 
wesens fiir den Industrialisierungsprozess in China: Y. 8S. Cuun. 
Postwesen und Industrialisierung in China: L. J. Coane. Die 
Stellung des Aussenhandels im chinesischen Industrialisierungs- 
prozess: P. W. Kuo. The present issue is devoted entirely— 
including even book reviews—to the development, state, and pros- 
pects of industrial development in China. The first article mentions 
lack of skilled technicians, of scientific management and of capital 
as the chief obstacles to industrial progress, and recommends 
concentration, in the first stages of industrialisation, on the 
production of agricultural implements and on labour-intensive 
industries. A list of works started under the new Government 
scheme is given.—In the second article the rapid decline of rural 
small industries is attributed to foreign imports, development 
of machine production in urban industries, and inefficiency of 
organisation. A revival is only possible on co-operative lines. 
The total labour supply (excluding farmers) is estimated at 110 
millions. Industry, frugality and tractability are offset by poor 
health, ignorance and aversion from regular work. These three 
shortcomings indicate the lines which any policy has to follow if 
it is to raise the efficiency of labour.—There has been a large 
increase in savings accounts and bank deposits in the last decade, 
and the ratio of cash reserves to liabilities is as high as 1 : 3.— 
China is an instance of a country where a high proportion of savings 
is being absorbed in the purchase of land, and thus drained away 
from other productive uses because the seller of the land often 
consumes it. The low productivity of capital renders, by a vicious 
circle, additions to, and even the replacement of the old capital 
stock exceedingly difficult. A stable, independent currency is 
considered as the most important of the conditions for further 
capital formation. The banks handle less than 20 per cent. of 
agricultural credits——The writer on transport questions thinks 
that there is a strong case for a Central Office of Communications, 
in view of the present disintegration.—In the special article on 
China’s railway system, particular weight is given to the disturbing 
influences by the civil wars. A list of the existing railway systems 
is given by date of construction and by mileage. The mileage 
built was 850 between 1881 and 1905, 3000 between 1906 and 1916, 
800 between 1907 and 1928, and 1500 between 1929 and 1936.— 
Postal service is one of the most progressive branches of China’s 
public services. Its administration and the Savings Banks Scheme 
are fully described.—The last article, on China’s foreign trade, 
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contains interesting and up-to-date statistics. The balance of 
trade continues to be unfavourable, and the share of machine 
manufactured goods in exports continues to be less than 10 per 
cent.—Members of the Kiel Institute have compiled statistics of 
Sino-German trade and a bibliography. 


Jahrbicher fiir Nationalékonomie und Statistik. 


Marcu, 1937. Nichtreprdsentative statistische Teilerhebungen: F. 


Z1zEK. In this analysis of non-representative statistical samples 
the author shows how—if not accurate statistical series—at least 
““ symptomatic figures ’’ can be derived from them, which may be 
useful as minimum values or approximate values or as an index of 
variations. Incomplete samples may also help in determining 
the relevant economic, sociological or psychological types, although 
they are not sufficient to determine the relative significance of these 
types. The article is illustrated by examples from German official 
statistics. Die Erschliessung West-Sibiriens und der russischen 
Arktis fiir die Weltwirtschaft : R. Hennia. A very rapid develop- 
ment is foreseen for Russia’s Arctic possessions, particularly for 
Kola Bay and Port Igarka. The “ really expert way ”’ in which this 
development is carried through is freely acknowledged. More 
strategical importance is attached to the new rail and air routes 
than to the new sea routes, having in view the final clash with 
Japan which the author considers as inevitable. Newordnung des 
Sparkassenwesens: A. SoMMER. A detailed statistical appendix 
gives information on recent tendencies in the German Savings 
Banks system. Die soziale und wirtschaftliche Struktur Bulgariens : 
G. T. Danarttow. In a descriptive and a statistical part, the 
author—who was a Bulgarian Minister during the War—stresses 
the agricultural character of his country. 


APRIL, 1937. Wirtschaft und Recht: A. Navratiz. The author 








develops a system of analysis for the fundamental economic facts 
which does not presuppose any particular legal framework, e.g. 
private property. Italienische Binnensiedelung: F. VOcHTING. 
This article, after a detailed description of administration and 
achievements of Land Settlement in Fascist Italy, gives some 
information on the colonisation projects in Ethiopia. Arbeits- 
schutz und Arbeitszeit in Deutschland seit 1933: H. M6ncn. An 
analysis of the German Working Hours Decree of July 1934 in 
which each of the more important provisions is contrasted with the 
previously ruling law. Average working hours decreased from 
7-7 hours in 1929 to 6-9 at the bottom of the slump (second quarter 
of 1932), but went up again to 7-68 in 1936. In 1935 there was a 
setback in the extension of working hours for consumption-good 
industries, due to a scarcity of raw materials in textile industry 
(6-81 hours a day in 1935 as against 7-16 in 1934) and manufacture 
of clothing (6-89 hours as against 7-34). Der Wechsel der Kon- 
junkturpolitik in Frankreich: H. LAUFENBURGER. The author 
describes—with the help of detailed and up-to-date statistics of 
French industrial and monetary conditions—the “ switch-over ”’ 
from an internal reflationary trade cycle policy to a devaluationary 
one. He contrasts the tendency in Germany, where propensity to 
consume is traditionally high, but thrift is praised as a national 
duty and virtue, and the efforts to persuade French people to 
spend their money. Wirtschaftliche Konjunktur und Geburten- 
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Srequenz : R. UNGERN-STERNBERG. It is contended that, in Europe 
during the last sixty years, depressions have influenced the number 
of marriages and births with a time lag of about a year whereas 
booms have stimulated marriages but not births. Zur Durch- 
fiihrung einer neuen Reichswohnungszadhlung: R. DREyYDORFF. 


Schmollers Jahrbuch. 


FEBRUARY, 1937. Wilhelm Stieda. Ein deutsches Gelehrtenleben : 
K. Braver. An obituary biography of Schmoller’s intimate friend 
and disciple who, during his long tenure of the Chair at Leipzig 
University, became one of the foremost representatives of the 
“ social-political school’’ in Germany. He took up Schmoller’s 
work by devoting himself to the study of the history and future of 
German handicrafts and of medieval town economy. Die Hufe in 
der thiiringisch-hessischen Agrarverfasung der Karolingerzeit : 
F. Liver. Der Standort des Handwerks: W. HERRMANN. The 
article gives information on the geographical distribution, within 
Germany, of small firms rendering direct services to the ultimate 
customers, modifies Alfred Weber’s theory of location for the 
special case of these firms, and proposes certain measures to help 
this desirable sector of economic life. Bevélkerungswellen und 
Wechsellagen: J. AKERMAN. A criticism of the view put forward by 
A. Loesch—a summary of which was published in the last October 
issue of the Jahrbuch—that “an increase in industrial production 
follows closely on an increase in population.’’ The Swedish econo 
mist maintains that the increase in industrial production is the 
causative factor leading, through an increase in marriages, to 
an increase in population. It is in an analysis of the “long waves” 
rather than of the trade cycle that population movements must be 
treated as a causative factor. 





Zeitschrift fiir Nationalékonomie. F 

Marca, 1937. LHinleitung zu einer Kapitaltheorie: F. A. von HAYEK. 
In this article—which will be a section of the author’s forthcoming 
English book on “ The Pure Theory of Capital ’—capital is defined 
as comprising those non-permanent productive factors which help 
in an indirect way to keep income permanently on a certain level. 
This definition is explained by an introductory discussion of how 
roundaboutness of production increases returns. Die Stabilisie- 
rung von Normalgréssen als Grundlage der Wirtschaftspolitik : 
L. VatK. How can prices and the reaction of output to changes 
in prices be controlled so as to secure full employment? As the 
best means, the author recommends stabilisation of the rates of 
profit and elimination of erratic profit expectations by centralised 
investment. A National Investment Trust is to distribute average 
profits and to put a brake on technical innovations. Preiser- 
wartungen und intertemporales Gleichgewicht: L. M. LACHMANN. 
The author argues that the significance of expectations is bound up 
with the imperfection of “ intertemporal markets ”’ and the rapid 
change in expectations, but that otherwise expectations need not 
be introduced into the static equilibrium analysis. Ferdinand 
Ténnies (1855-1936) : P. Srruve. An obituary note on the famous 
German sociologist, somewhat critical. Bemerkungen zur Dis- 
kussion iiber die Zeitkonzeption des Kapitals: C. A. GADOLIN. 
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No. 


No. 


No. 


Theoretische Okonomie als Sprachsystem: T. W. HutTcHrnson. 
A more detailed re-statement of the views expressed by the same 
author some time ago in an English article on the tautological and 
hypothetical character of pure theory, ‘“ exercises in the use of 
terms.” Der Kriseneffekt bei verringerter zusdtzlicher Kaufkraft- 
schéipfung: W. Fettner. An examination of the thesis put for- 
ward by Hayek that a decrease in “ genuine ”’ investment (financed 
out of voluntary savings) need not lead to a crisis, if only saving 
and investment fall off gradually and smoothly enough to complete 
the existing structure of production. It is shown that this pre- 
supposes a certain state of price expectations on the part of 
entrepreneurs. 


Weekly Report of the German Institute for Business Research. 


5/6. Economic Recovery in Germany under National Socialism, 
1933-36. 

7/8. General Economic Conditions in Germany. Income and 
Retail Sales. The German Automobile Industry. Upswing without 
Prosperity. (Some Notes on the Development in the Lower Income 
Classes in Germany.) 


. 9/10. General Economic Conditions in Germany. World Armaments 


Trade. The German Highway Construction Project and its Accom- 
plishment. 


. 11/12. German Economic Situation in Spring 1937. Raw Material 


Supply of the German Teaxtile Industry. The German National 
Railroad. 


. 13/14. General Economic Conditions in Germany. Residential and 


Settlement Building and its Financing. German Exports of Finished 
Textile Goods. Germany’s Tax Policy since 1933. 
15/16. The Money Market and the Banks. Consumption of 
Feature Films. Regulation of the Security Markets and Capital 
Market Policy. 
Giornale degli Economisti. 


FEBruaRyY, 1937. Tavola di fecondita della donna italiana secondo 


Veta ed il numero dei figli avuti: M. pr Vercortini. <A study of 
the fertility of Italian women according to age and number of 
children. Se in finanza si possano avere fini non fiscali: S. 
Masorana. It is contended that public finance consists in the 
administration of public funds, and that there can be no non- 
fiscal or extra-fiscal ends in public finance. Osservazioni sul 
nuovo contributo straordinario immobiliare: KR. Ossona. A 
critical account of the “‘ extraordinary ” tax on real estate which 
was imposed in October 1936. The tax consists of a compulsory 
loan amounting to 5 per cent. of the capital value of all real estate, 
the interest on the loan being 5 per cent., and an “ extraordinary ”’ 
tax of 3-5 per 1000 of the same capital value to be paid annually 
for twenty-five years by the subscribers to the loan. The proceeds 
of the tax are earmarked to pay interest and sinking fund in respect 
of the loan. 


Marcu, 1937. La fecondita legittima milanese secondo Veta di entrambi 


i genitori: L. Lent. Sullinutilita economica delle colonie : 
G. Mortara. A recent publication of the League of Nations, 
dealing with international trade in raw materials and foodstuffs, 
shows that there are eight products in which colonies supply 
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more than 60 per cent. of the world exports of these products, 
a further eight in which the proportion exceeds 20 per cent., and 
six for which it is not less than 10 per cent. This proves the 
absurdity of the contention that colonies are economically valueless 
to the countries which possess them. Nota sul mercato del pesce 
fresco in Italia: B. G. Rescuitz. Sopra una concezione dinamica 
del prezzo: H. Bouza. A mathematical article dealing with the 
theory of price when allowance is made for time as a factor. 
The article is accompanied by a brief critical note by Professor 
Domineds. C. A. Broggia e la moneta immaginaria: S. NaTotxt. 
An account and criticism of the theory of imaginary money as set 
out in a Treatise on Money by the eighteenth-century Italian 
economist, Broggia. Keynes contro i classici: una nuova teoria 
della occupazione, dell’interesse e della moneta: C. Pagani. A 
review article dealing critically with the latest work of Mr. Keynes. 


Rivista Italiana di Scienze Economiche. 


DECEMBER, 1936. Le relazioni fra la Germania e % paesi danubiano- 
baleanici: G. D’ALO. It is suggested that the system of com- 
pensation agreements adopted by Germany in her foreign trade 
relations with the Danubian and Balkan countries is meeting with 
increasing difficulties, and that competition of other countries in 
these markets is likely to become stronger. Sulla efficacia dei dazi 
protettori: G. pt Narpr. If a country which has an elastic 
demand for its imports, while the foreign demand for its exports 
is inelastic, imposes new duties on its imports, it can benefit 
financially and by improving its terms of trade; but only on 
condition that it increases the total volume of its imports. The 
moral for Italy, which is in the opposite position, is that she should 
adjust her exports to the volume of her necessary imports, and not 
vice versa. Cooperativismo slavo: G. SMoquina. An account 
of cooperation in Jugo-Slavia. 

Frsruary, 1937.  Precisazioni-critert di colonizzazione—la nazione 
militare sul piano dell’ Impero: F.Srrnept1. Problems of colonisa- ; 
tion in Abyssinia as seen through Italian eyes. Politica economica 
interna e politica economica internazionale: O. L. D’OviDio. 
It is suggested that, in a country whose internal economy is con- 
trolled by the State, the old forms of protection should give place 
to a more coherent and organic control of international trade 
relations. Sulla formulazione delle “‘leggi di distribuzione geo- 
grafica”’ det giacimenti minerali: U. Toscut. A discussion of a 
problem in economic geography—the distribution of mineral 
deposits. 


Rivista di Storia Economica. 


DEcEMBER, 1936. L’atto di nascita del secondo impero britannico : 
L. Eryaupi. A summary of some of the chief recommendations 
of the Durham Report on Canada of 1839, with special reference to 
land concessions. Jntorno alla funzione della moneta immaginaria : 
A. Lorta. A critical note, with a reply by Professor Einaudi, 
dealing with the latter’s article on imaginary money in the 
March 1936 issue of the Rivista. Pellegrino Rossi e la teoria 
soggettiva del valore: B. FoA. The claims of Pellegrino Rossi, who 
was lecturing in the Collége de France in 1836, to be regarded 
as one of the forerunners of the modern subjective theory of 
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value and utility, are strongly pressed. In more than one direction 
he appears to have anticipated Jevons and Marshall. 


Index. 


JANUARY, 1937. Sweden’s Experience with Managed Money: R. A. 
LESTER. 

FEBRUARY, 1937. Current Economic Conditions. 

Marcu, 1937. Economic Survey. 


Skandinaviska Kreditaktiebolaget. 


ApriL, 1937. The Trend of the Economic Situation: G. CassEt. 
Gétaverken and Swedish Shipbuilding. The Swedish Air Services : 
C. FLORMAN. 


Nordisk Tidsskrift for Teknisk Okonomi. 
DEcEMBER, 1936. Trends towards Large Establishment and Large-scale 
Undertaking : J. Hrrscu. 


ENMIOEQPHSIS KOINONIKHS KAI AHMOXIAZD OIKONOMIKH= 


SEPTEMBER-OCTOBER, 1936. L’intérét considéré comme élément du cotit 
de la production et de la rente de l’entreprise; M. Tstmaras. Le 
probléme des retraites des fonctionnaires: K. ATHANASSIADES. (In 
Greek.) 

Revue Economique Internationale (Brussels). 


OcroBER, 1936. L’Etat et la politique du erédit en Allemagne depuis 
1933: C. Kraemer. Le Probléme des dettes allemandes: H. 
Scuwartz. Objectifs, mesures et résultats de la nouvelle politique 
financiére en allemagne: F. TERHALLE. Les monopoles industriels 
en Allemagne: A. MttuER. Les relations commerciales Germano- 
Belges: W. Gira. Le diagnostic de la crise, dans le monde et en 
France: B. Nocaro. Les solutions du probléme des transports : 
G. ScHWEIGER-SARMAS. 


Studia Ekonomiczne (Economic Studies). 


IV. Land Reform and Decapitalisation: L. Gorski, 8. Scumipt, 
W. HacemEeseR. Dumping and the Home Price: J. MASSALSKI. 
The Problem of Frictions: 8. Botnanp. Abstracts from Contribu- 
tions to Economics Published in Polish in the Period 1934-35. 


Kyoto University Economic Review. 


DECEMBER, 1936. Suitable Forms of Local Taxation: M.KamBer. The 
Bankruptcy of Wage Theories ; Prolegomena to a Power Theory of 
Economy: Y. TaKxata. Structure-Changes in Japan’s Foreign 
Trade: K. Taniaucut. The Current Land Problem and the 
Establishment of Peasant Proprietorship : Y. Yat. 


Nankai Social and Economic Quarterly. 


JANUARY, 1937. Life and Culture of the Shanam Boat People: W. Y. 
Len. Manchurian Trade and Tribute in the Ming Dynasty: T. C. 
Lin. The Organisation of Co-operation : J.B. Tayter. Industrial 
Organisation in China: H. D. Fone. Western Literature on 
Chinese Journalism: KR. Lowrentuat. Recent Literature on. 
Economic China: L. G. TING. 
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Information Bulletin (Nanking). 

Vou. 2, No. 11. The New Life Movement. No. 12. One Year of the 
Currency Reform. 

Vou. 3,No.1. Judicial Reforms in China. No.2. Higher Education 
in China. No. 3. Public Health in National Reconstruction. 
No. 4. Japanese Concession in Tientsin and the Narcotic Trade. 
No. 5. Trends in Chinese Public Administration. No.6. Japan 
and the Cotton Industry in North China. 


NEW BOOKS 
British. 


Apams (A. B.). Analyses of Business Cycles. London: McGraw- 
Hill, 1936. 9’. Pp. xi+ 292. 18s. 

[This is a rewriting of the author’s 1925 Economics of Business Cycles. Chapter 
headings include ‘“‘ Industrial and Business Stability’’; ‘‘ Types of Business 
Cycles,’ in which the author makes it clear that he holds the view that ‘‘ each 
business cycle has a definite beginning and a definite ending’; ‘‘ Quantitative 
Measurements of Fluctuations ’’; ‘*‘ Booms, Depressions and Recoveries.”’] 


ALLEN (J. S.). The Negro Question in the U.S.A. London: 


~ 


Lawrence and Wishart, 1937. 8”. Pp. 224. 5s. 


[To be reviewed. ] 


Brrnie (A.). Economics in Outline. London: Nelson, 1937. 
74”. Pp. viii + 216. 2s. 6d. 

[This little text-book is of use for its clear, descriptive chapters on the gold 
standard, banking, etc., but as “‘a key to understanding of the world to-day ”’ 
it is disappointing, largely because of its historical approach to theoretical 
problems. Thus it includes only one indirect reference to the existence of 
unemployment, in the form of a quotation from J. A. Hobson, and there is no 
mention of the distinction between real and money wages. In the chapter on 
the theory of value we read of the necessity for an ‘‘ economic genius ”’ to construct 
a ‘‘ single universal economic law.’’] 


Buacker (C. P.). Social Problem Group? London: Oxford 
University Press, 1937. 84”. Pp. vi + 228. 15s. 

[The various independent experts who contribute chapters to this book set 
out to discover whether ‘‘ any fundamental and relatively invariable relation- 
ship exists between selected types of subnormality and abnormality.’’ Any 
reader who prefers to define his problem before embarking upon it would be 
well advised to read the last chapter first. With the very inadequate data at 
their disposal, much of which has, in addition, the dangerous characteristic 
of being most conveniently drawn from the poorer classes, the authors can do 
little more than establish very tentative correlations between some of the 
abnormalities. Moreover, the correlations even if established, would not in 
themselves conclusively prove the existence of a well-defined group. The 
abnormalities and subnormalities dealt with are: the mentally retarded child, 
mental disorder, epilepsy, inebriety, prostitution, recidivism, extreme poverty, 
neurasthenia. The book suggests the need for, and possible directions of, further 
research. | 


Bonsricut (J. C.). The Valuation of Property. A Treatise on the 
Appraisal of Property for Different Legal Purposes. Volume I. Vol- 
ume II. London: McGraw-Hill, 1937. 9”. Pp.xx-+ xi+ 1271. 70s. 


[To be reviewed. ] 
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Boscu (R.). The Prevention of Future Crises in the World Economic 
System. London: Constable, 1937. Pp. 39. 1s. 6d. (paper). 

[This pamphlet, by a distinguished German business man, was originally 
published in Germany in 1934. It is of a very general and liberal nature. The 
author advocates the reduction of the working day to six hours, the abolition of 
protective tariffs and the greater cartelisation of industry.] ; 

Brayne (C. V.). Social Justice First. London: Allen and Unwin, 
1937. 74”. Pp. 100. 3s. 6d. 

[The injustices arising from the present inequalities in the distribution of 
wealth are the foremost social problem. The community consists of two classes, 
workers and investors (land is to receive treatment in a separate book); the reward 
of the latter can be reduced by limiting the rate of interest on, and the life of 
loans, and by transferring the control of shares to the former. The goal of 
social justice can be attained without State Socialism. ] 

BuEHLER (A. G.). The Undistributed Profits Tax. London: 
McGraw-Hill, 1937. 9”. Pp. 281. 15s. 

[To be reviewed. ] 

Burrows (R.). The Problems and Practice of Economic Planning. 
London: P. 8. King, 1937. 84”. Pp. ix -+ 280. 10s. 6d. 

(To be reviewed. ] 

Carapoc Jones (D.). Trade Revival in a Depressed Area. The 
University Press of Liverpool, 1937. 9”. Pp. 72. 2s. 6d. 

[To be reviewed. ] 

Cote (G. D. H.) and (M. I.). The Condition of Britain. London : 
Gollancz, 1937. 74”. Pp. 471. 7s. 6d. 

[To be reviewed. ] 

Dickinson (Z. C.). Compensating Industrial Effort. A Scientific 
Study of Work and Wages. London: Macdonald and Evans, 1937. 
83”. Pp. xi +479. 17s. 6d. 

[To be reviewed. ] 

Ernzie (P.). The Theory of Forward Exchange. London: Mac- 
millan, 1937. 9”. Pp. xxi + 520. 21s. 

[To be reviewed. ] 

FusseLtt (G. E.). Ed. Robert Loder’s Farm Accounts. 1610- 
1620. London: Royal Historical Society, 1936. 83”. Pp. xxxi + 
207. 

[To be reviewed. ] 

GaRDEN (D. J.). Flexible Budgeting and Control. London: 
Macdonald and Evans, 1937. 84”. Pp. xii + 244. 7s. 6d. 

[To be reviewed. ] 

Gavett (G. I.). A First Course in Statistical Method. London: 
McGraw-Hill, 1937. 9”. Pp. 400. 21s. 


[A second edition of a book first published in 1925, intended for those who 
wish to apply statistical methods to science, economics or agriculture. There 
is a chapter on index numbers (based on Prof. Fisher), some mathematical chapters 
for the uninitiated, and a new chapter on multiple and partial correlation. ]} 


Gipk (A.). Back from the U.S.S.R. London: Secker and War- 
burg, 1937. 73”. Pp. 121. 2s. 6d. 


[A translation of a critical, though not very original or profound, impression 
of the Soviet Union, by the distinguished French literary critic, who was pre- 
viously a whole-hearted enthusiast for Soviet Communism. ] 
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HawtTrey (R. G.). Capital and Employment. London: Long- 
mans, Green, 1937. 9”. Pp. xi+ 348. 15s. 


[Reviewed in this issue. ] 


Horace Plunkett Foundation (Ed.). Year Book of Agricultural 
Co-operation. 1937. London: P. 8. King, 1937. 83”. Pp. vi + 583. 
15s. 

[To be reviewed. ] 


The Institute of Chartered Accountants. Library Catalogue. 
Vol. I. Subjects and Authors. London, 1937. 84”. Pp. vi + 256. 

Vol. II. The Bibliography of Bookkeeping. London, 1937. 84”. 
Pp. vi + 259. 

(The first volume covers the somewhat miscellaneous possessions of the 
Library of the Institute of Chartered Accountants dealing with subjects other 
than bookkeeping proper, and will be useful to members of the Institute rather 
than to the general public. The second volume lists in alphabetical order within 
a chronological framework the extremely interesting collection of writings on 
bookkeeping irom 1516 to the present day, and will be of interest to others than 
those having immediate access to the library itself.] 


Isom (R.). Population Pressure and Economic Life in Japan. 
London: P. 8S. King, 1937. 83”. Pp. xix + 259. 12s. 6d. 


[To be reviewed.] 


JATHAR (G. B.) and Beri (8S. G.). Indian Economics. Vol. I. 
Fifth Edition. Oxford University Press, Indian Branch, 1937. 93”. 
Pp. xi + 490. 7s. 6d.; Rs. 5. 

Indian Economics. Vol. II. Fourth Edition. Oxford University 
Press, Indian Branch, 1937. 934”. Pp. xiii + 694. 9s.; Res. 6. 

[These new revised additions incorporate new information from the 1931 
Census, and deal with fresh developments in agriculture, such as the decline of 
exports of wheat, the growth of the sugar industry, the international regulation 
of tea output. Volume I is concerned mainly with problems of Indian agricultural 4 
and with rural economy, Volume II with industrial developments and problems, d 
with transport and trade, with banking and currency, and with taxation and 


public finance. ] } 


JaTHAR (G. B.) and Bert (S. G.). Introduction to Economics. 
Oxford University Press, Indian Branch, 1937. 83”. Pp. xv + 595. 
7s. 6d.; Rs. 4. 8as. 

[Anyone who has tried to teach economics in an Indian College with the assist- 
ance of a text-book which is concerned with demands for top-hats and beef and 
with the intricacies of European financial and industrial organisations will welcome 
an addition to the number of available Indian text-books with Indian examples 
and Indian problems in mind. This volume covers in Part I on a simple, but by 
no means over-simplified level, the general theories of value, production, dis- 
tribution, exchange and money. In Part II it deals with problems of Indian q 
economics and recent Indian economic history.] 


KLINGENDER (F. D.) and Leae (S.). Money Behind the Screen. 
London: Lawrence and Wishart, 1937. 84”. Pp. 79. 5s. 

[A detailed Report prepared on behalf of the Film Council of the structure 
and finance of, and the chief individuals financially interested in, the British 
film industry. A summary history of American film finance is given in the 
Appendix.] 

Knoop (D.) and Jonzs (G. P.). An Introduction to Freemasonry. 
Manchester: Manchester University Press, 1937. 73”. Pp. vii + 
136. 3s. 6d. | 


[To be reviewed. ] 
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Lee (H. K.). Land Utilisation and Rural Economy in Korea. 
London: Oxford University Press, 1936. 9”. Pp. xii + 302. 17s. 

[This study, by the Professor of Agricultural Economics at Union Christian 
College of Seoul, Korea, was made in 1931 and 1932 at the request of the Institute 
of Pacific Relations, and is the first comprehensive analysis ever made in English 
of the agricultural resources and development of Japan’s largest colony, with 
its population of 23 millions. The book contains maps and many statistical tables. ] 


Léwe (A.). The Price of Liberty: A German on Contemporary 
Britain. London: The Hogarth Press, 1937. 7”. Pp. 44. 1s. 6d. 

[This is a translation of a letter from one German exile to another, and is 
based on the impression obtained of British customs and behaviour, with the 
addition of a chapter on the historical background. A representative conclusion 
relating to British liberty is that “ the individual must pay for this freedom by 
being turned to a certain extent into a type.’’] 


LuNDBERG (E.). Studies in the Theory of Economic Expansion. 
London: P.S. King, 1937. 8”. Pp. x + 265. 10s. 


[To be reviewed. ] 


Marscuak (J.) and LEepERER (L.). Kapitalbildung. London: 
Hodge, 1936. 9”. Pp. 315. 12s. 6d. (cloth); 10s. 6d. (paper). 


[To be reviewed. ] 


McCurary (G. F.). The Menace of British Depopulation. London : 
Allen and Unwin, 1937. 73”. Pp. 148. 4s. 6d. 


[A useful and readable book on the future depopulation of the British Empire. 
It deals in turn with Great Britain and each of the Dominions, and sketches the 
course of past population growth in order to help in the analysis of present 
tendencies. The author quotes the following net reproduction rates, relating to 
recent years: U.K. 0-734, Australia 0-796, New Zealand 0-978, Canada 1-32. 
The last figure is raised by the fertility of the French Canadians, for “‘ the repro- 
duction of the British is now much the same the world over.’’] 


Mitnaup (E.). Organised Compensatory Trading. London: 
Williams and Norgate, 1937. .10”. Pp. 305. 5s. (paper). 

[A translation of a book reviewed by Prof. Roll, in the Economic JouRNAL, 
June 1936.] 


MorGENSTERN (O.). The Limits of Economics. London: Hodge, 
1937. 9”. Pp. vi+ 160. 7s. 6d. 


[To be reviewed.] 


National Industrial Development Council of Wales and Monmouth- 
shire. The Second Industrial Survey of South Wales. Part I: In- 
dustries. Part IL: Facilities. Part III: Development. Cardiff : 
University Press Board (Oxford University Press), 1937. 84’. Pp. 
500 + 295 + 404. 15s., 10s. 6d., 10s. 6d. (3 volumes 30s.). 


[To be reviewed. | 


Newcomen Society. The Collected Papers of Rhys Jenkins. 
Newcomen Society : Cambridge University Press, 1936. 113”, Pp. 
viii + 247. 21s. (limited edition). 

[To be reviewed. ] 

Owen (L. A.). The Russian Peasant Movement 1906-1917. 
London: P. 8. King, 1937. 8”. Pp. xix + 267. 12s. 6d. 


[To be reviewed. ] 
No. 186.—VOL. XLVII. DD 
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Pauuis (A. A.). Greece’s Anatolian Venture and After. London: 
Methuen, 1937. 9”. Pp. xv + 239. 10s. 6d. 


[A Survey of the diplomatic and political aspects of the Greek expedition 
to Asia Minor, 1915—1922.] 


Patterson (S. H.) and ScHonz (K. W. H.). Economic Problems 
of Modern Life. London: McGraw-Hill, 1937. 9”. Pp. xx + 813. 
24s. 

[The third edition of a text-book first published in 1927, and reviewed by 
Prof. Jewkes, EconoMIc JoURNAL, 1928. The general plan of the book remains 
as it was, but the material has been completely rewritten. It is valuable largely 
as a descriptive study of the United States.] 

Ricu (E. E.). The Ordinance Book of the Merchants of the Staple. 
Cambridge University Press, 1937. 9”. Pp. vii+ 210. 12s. 6d. 


[To be reviewed. ] 


Rosson (A.). Public Enterprise. Developments in Social Owner- 
ship and Control in Great Britain. London: Allen and Unwin, 1937. 
83”. Pp. 416. 12s. 6d. 


[To be reviewed.] 


Rogssins (L.). Economic Planning and International Order. 
London: Macmillan, 1937. 73”. Pp. xv + 330. 8s. 6d. 


[To be reviewed.] 


Sarkar (B. K.). The Sociology of Population. Calcutta: Ray- 
Chowdhury, 1937. 93”. Pp. 139. Rs. 3.00. 


[This volume contains in part Professor Sarkar’s presidential address to the 
sociological section of the first Indian Population Conference, held in Lucknow 
during February 1936. It covers a wide range of problems, including both those 
concerned with rates of growth and the factors determining the optimum, and 
also those affecting the rise and decline of races, The author insists throughout 
on the difficulties of accurate definition of terms ordinarily used loosely in dis- 
cussions of population, and on the dependence of conclusions upon assumptions 
made regarding such things as the desirable characteristics of the dietary.] 


Smmon (Sir E. D.) and others. Moscow in the Making. London: 
Longmans, Green, 1937. 9”. Pp. 253. 7s. 6d. 


[To be reviewed.] 


Souza (V. L. D’). Economic Development of the Mysore State. 
Bangalore City : Bangalore Press, 1937. 7”. Pp. 49. As. 8. 


[An interesting little pamphlet in which the Professor of Economics in Mysore 
University contrasts the state of Mysore to-day with that of the country when 
Dr. Buchanan surveyed its agriculture, arts and industries in 1800.] 


Stamp (Sir Jostan). The Science of Social Adjustment. London : 
Macmillan, 1937. 83”. Pp. vii+ 174. 7s. 6d. 


[To be reviewed.] 


Sutco (W. B.). Recent Economic Changes in New Zealand. 
Institute of Pacific Relations, New Zealand Council: Whitcombe and 
Tombs, 1936. 9”. Pp. 164. 


[To be reviewed. ] 


Tuomas (S. E.). Principles of Banking. London: The Gregg 
Publishing Co., 1936. 9”. Pp. 387. 8s. 6d. 
[The third edition of a book intended for those embarking on a study of the 


Practice and Law of Banking, either for the purpose of their daily work or with 
the intention of taking the examinations of the Institutes of Bankers.] 
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Wa ker (E. A. H.). The Economic Merry-Go-Round. London : 
Allen and Unwin, 1937. 9’. Pp. 140. 6s. 


[The economic merry-go-round, or the “ key-cycle,”’ is a formula arrived at 
by historical study which enables one to forecast the years of good and bad trade 
and the ‘‘ panic’ years. Starting at 1810, the good years are obtained by adding 
8, 9 and 10 years successively, and starting at different initial dates, the bad 
years and ‘‘ panic’ years are obtained in a similar, though not identical manner. 
Two elaborate graphs show the relationship of the key-cycle to various significant 
index numbers. ‘‘ Had the problems presented in this book received due con- 
sideration . . . following the example of Joseph in ‘The Book’ people would 
have laid in stores and provender against the 7 lean years.’’] 


J 


American. 


Anaas (L. L. B.). Slump Ahead in Bonds. New York: Somerset 
Publishing Co., 1937. 11”. Pp. 58. $1.00 (paper). 

[This pamphlet, whose author is now an Investment Consultant in New York, 
forecasts a future violent fall in the bond market and a shock to common stocks. 
It includes a detailed ‘‘ Managed Money Chart ’’ of interest rates, prices, ete. 
The author believes that Monetary Control has removed the worst features of 
the trade cycle.] 

Arnotp (A. Z.). Banks, Credit and Money in Soviet Russia. 
New York: Columbia University Press, 1937. 9”. Pp. xxiii + 559. 


[To be reviewed. ] . - 

BLAISDELL (W. M.). Financing Security Trading. Philadelphia, 
1935. Pp. 199. 

[This is a Doctorate Thesis of the University of Pennsylvania. It describes 
the organisation of the American, British, French and German markets, and 
discusses in an introductory and two final chapters the general problems of the 
finance of security trading and its control.] 

Buttock (C. J.). Economic Essays. Cambridge, Mass; Harvard 
University Press (Oxford University Press), 1936. 83”. Pp. viii + 
550. 21s. 


[To be reviewed. ] 


CuLBERTSON (W.S.). Reciprocity. A National Policy for Foreign 
Trade. London: McGraw-Hill, 1937. 9”. Pp. x + 298. 15s. 


[To be reviewed. ] 


DavuGHerty (C. R.), Metvin (G. de C.) and Srrarron (S. S.). 
The Economics of the Iron and Steel Industry. Volume I. Volume II. 
London: McGraw-Hill, 1937. 9”. Pp. xxxiii+ xx -+ 1188. 70s. 
(the set). 


[To be reviewed.] 


Harwoop (E. C.). Where Are We Going? Cambridge, Mass : 
American Institute for Economic Research, 1937. Pp. 92. $1.00 
(paper). 

[An attempt is made to forecast the immediate future economic development 
of the United States. The continuing effects of recent events are considered in 
some detail. Mr. Harwood thinks that the pursuance of Keynes’ expansionist 
theories will ultimately, though not immediately, lead the country into a position 
as bad as that in 1929, As for Mr. Roosevelt, ‘‘ it is highly improbable . . . that 
good intentions inadequately guided by wisdom will produce the desired results.’’] 
_ Joxunson (E. A. J.). Predecessors of Adam Smith. The Growth of 
British Economic Thought. New York: Prentice-Hall, 1937. 9”. 
Pp. xii + 426. $3.50. 


[To be reviewed. | 
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PritcHaRD (KE. H.). The Crucial Years of Early Anglo-Chinese 
Relations, 1750-1800. Research Studies of the State College of 
Washington, 1936. Pp. 350. 

[Most of the large quantity of material contained in this study was originally 
submitted as part of a thesis for an Oxford Ph.D. It includes a very extensive 
bibliography.] 

Roos (C. F.). NRA Economic Planning. Bloomington, Indiana : 
Cowles Commission for Research in Economics, The Principia Press, 
(Williams and Norgate), 1937. 10’. Pp. xxi + 596. 21s. 


[To be reviewed. ] 


SHEPHERD (H. L.). The Monetary Experience of Belgium, 1914- 
1936. Princeton: Princeton University Press (Oxford University 
Press), 19386. 9”. Pp. xvi+ 271. 13s. 6d. 

[To be reviewed.] 

Twentieth-Century Fund, Inc. Facing the Tax Problem. A 
Survey of Taxation in the United States and a Program for the Future. 
New York: Twentieth-Century Fund, 1937. 9’. Pp. xxiii + 606. 
$3.00. 


[To be reviewed.] 


Twentieth Century Fund, Inc. Big Business: its Growth and its 
Place. New York: Twentieth Century Fund, 1937. 8”. Pp. xv + 
102. $1.35. 

[To be reviewed.] 


French. 


BERTRAND (R.). Le Corporatisme Agricole et Organisation des 
Marchés en Allemagne. Paris: Librairie générale de Droit et de 
Jurisprudence, 1937. 10”. Pp. viii + 349. 

[M. Bertrand gives a clear, detailed, well-written and witty account of Nazi 
agricultural policy in the years 1933-35. Seventy pages are devoted to agri- 
cultural history in the post-war period to 1933, forty to the general principles of 
‘** Blut und Boden,” and the remainder to a precise analysis of particular markets 
and measures. He concludes that dictatorial regulation on the German scale 
would be impossible elsewhere without equally intense political and military 
motives. It is still too soon to assess the results attained.] 


Congrés des Economistes de Langue Frangaise. L’Autarcie. 
La Corporation devant la Doctrine et devant les Faits. Paris: F. 
Loviton, 1936. 9”. Pp. 235. 

[This is a full reprint of the papers and discussions at an annual congress, the 
fourth to be published, and contains a very representative selection of the views 
of continental economists. } 

Franck (L. R.). L’Expérience Roosevelt et le milieu social 
américain. Paris: Alcan, 1937. 9”. Pp. 386. 30f. 

[To be reviewed.] 

Hauser (H.). Recherches et Documents sur |’Histoire des Prix 
en France de 1500-1800. Paris: Presses Modernes, 1936. 93”. Pp. 
522. 

[To be reviewed. ] 

Hférisson (C. D.). Autarchie, Economie complexe, Politique 
commerciale rationnelle. Paris: Librairie Technique et Economique, 
1937. 10”. Pp. 206. 


[To be reviewed. ] 
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Prrov (G.). Economie Politique et Facultés de Droit. Paris: 
Sirey, 1937. 8”. Pp. 124. 15f. 

[This volume reprints two articles by Professor Pirou, the first his contribu- 
tion to the special issue of La Revue d’Economie Politique dealing with the 
teaching of economics in France and other countries, the second an address to 
the Centre polytechnicien d’Etudes économiques. An appendix contains a list 
of the courses in economics given in the Faculty of Law in Paris during 1935-6.] 


Zaun-Gotoprtz (L.).  L’Economie Planifiée en U.R.S.S. et 
L’Economie Dirigée aux Etats-Unis. Paris: Nizet and Bastard, 
1937. Pp. 159. 94”. 

[A brief, derivative, and somewhat metaphysical comparison of Russian and 
American experiments, containing some useful summaries. | 


Dutch. 


VAN DER Ko.rr (G. H.). The Historical Development of the 
Labour Relationships in a remote corner of Java as they apply to the 
Cultivation of Rice. National Council for the Netherlands and the 
N.I. of the Institute of Pacific Relations. Pp. 61. f. 1.50. 


[This pamphlet gives the provisional results of local investigation, mainly 
into the forms of labour, made during 1922 and 1936.] 


Germany. 


BRINKMANN (C.). Gustav Schmoller und die Volkswirtschaftslehre. 
Stuttgart : W. Kohlhammer, 1937. 83”. Pp. 194. 


[To be reviewed. ] 


E1cuporn (K. Von). Die Zeitzende als Wirtschaftswende. Munich: 
Duncker & Humblot, 1937. 8’. Pp. 99. Rm. 2.80. 


(The author thinks that the present changes in social organisation result from 
the increased intensity of the interrelation between various groups, consequent on 
technical and economic progress. The individual is responsible to the com- 
munity, and the requirements of the community have precedence over the needs 
of the individual; this relation will only be satisfactory, however, if the individual 
is free and independent and is thus personally able to develop that moral responsi- 
bility which leads to the free acceptance of his social obligations. The author 
develops this idea concretely, pointing to the necessity for independent business 
firms and free Sovereign States, if national and international unity is to be 
achieved through cooperation. } 


Festgabe Fritz Fleiner. Ziirich: Polygraphischer Verlag, 1937. 9”. 
Pp. 432. 12 fr. 

[A collection of essays by members of the Faculty of Law and Social Sciences 
in the University of Ziirich in honour of Prof. Fleiner. The economic essays are 
of a general nature, relating to the economics of Government activities. ] 

Havas (F. von). Grundgedanken zu einer Theorie der stérungsfreien 
Geldschépfung. Jena: Gustav Fischer, 1936. 93”. Pp. 120. 


[To be reviewed. ] 


Loxumann (M.). Das Rechnungswesen der Kartell- und Gruppen- 
Wirtschaft. Berlin: Julius Springer, 1937. 93”. Pp. xiii + 142. 
Rm. 5.70. 


[Prof. Lohmann presents a detailed investigation of the accounting methods 
of cartels and other monopolistic combinations. His approach to the entire 
problem is determined by his observation that monopolistic combinations are 
organised and inspired by the desire on the part of their members to increase their 
individual profits, and by the fact that government economic policy has only 
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slightly modified the policy of these combinations. The author discusses account- 
ing methods, frictions and difficulties due to imperfect knowledge, and the 
dynamics of the creation, internal readjustment and dissolution of the monopolistic 
combinations. | 

WALKER (K.). Aktive Konjunkturpolitik. Berlin: Otto Lauten- 
bach, 1936. 10’. Pp. 155. Rm. 4.80. 


[To be reviewed. ] 
Austrian. 


RG6PKE (W.). Die Lehre von der Wirtschaft. Vienna: Julius 
Springer, 1937. 83”. Pp. 195. Rm. 5.70. 


[To be reviewed. | 
Swiss. 


LAUTNER (J.G.). Grundsitze des Gewahrleistungsrechtes. Ziirich : 
Polygraphischer Verlag, 1937. 9”. Pp. 88. 3.80 fr. 


[A comparative study of the legal obligation of sellers to guarantee the 
quantity, quality and inherent properties of their goods.] 


Italian. 


Arts (G.). Corso di economia politica corporativa. Roma: Foro 
Italiano. Pp. 510. 50 lire. 

Bacui (R.). Principii di scienza economica. Vol. I. Torino: 
Kinaudi, 1937. 10’. Pp. xix + 522. 50 lire. 

(The first volume of this Treatise which embodies Professor Bachi’s course of 
lectures, is divided into three parts : Individual Economics, Social Economics, and 
Corporative Economics. Whilst the first two parts are theoretical, and their 
subject matter is treated on conventional lines, the third is mainly descriptive of 
Fascist economic legislation. Over one thousand questions for students conclude 
this volume. Vol. II will deal with Foreign Trade, Money and the Trade Cycle.] 

Carut (F.). Storia del commercio italiano. I. I] mercato nell’alto 
Medio Evo. Pp. vii+ 346. 40 live. II. Il mercato nell’eta del 
Comune. Padova: Cedam. Pp. 450. 50 lire. 

Crssi (R.). Politica monetaria veneziana a tutto il secolo XIV. 
Padova: Cedam. Pp.1-+ 198. 20 lire. 

Fiore (U.). La popolazione economicamente passiva. Bologna : 
Zanichelli. Pp. 113. 12 lire. 

GrizioTti (J.). Autarchia economica e finanziaria ed economia 
mondiale. Padova: Cedam. Pp. vi+ 145. 18 lire. 

Masii1o (G.). La velocita di circolazione della moneta. Napoli : 
Rondinella. Pp. xi+ 190. 15 lire. 

TENDERINI (D.). Analisi sui prezzi in Italia dal 1901 al 1932. 
Padova: Cedam, 1937. 10”. Pp. 112. 


[To be reviewed. ] 
Roumanian. 


_ Gueoreuti (D.I.). Organisation de la Production mondiale et des 
Kchanges internationaux. Bucharest: Cartea Romaneasca, 1937. 
Pp. 50. 
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Japanese. 


Masui (M.). A Bibliography of Finance. Tokyo: Keigyosha Press, 
1935. 10”. Pp. xxii + 1614 + 116. 

[This massive bibliography, edited by Professor Mitswzo Masui, with the help 
of six assistant editors, contains four sections covering British, French, German 
and American writings respectively. The entries are in alphabetical order of 
authors, where known, of titles where authors are unknown. Each section is 
divided into two parts, up to 1900 and 1900-1933. The second part of each 
section is more fully subdivided. than the first under twelve headings, and these 
are again subdivided into four periods of years. A final alphabetical index 
ensures that this subdivision shall not make discovery of articles unreasonably 
difficult. The 386 pages dealing with British writings seem to have missed little 
of much importance, and to include few errors or misprints. The field covered 
includes monetary theory and policy, problems of interest and prices, financial 
institutions, and international financial relations. ] 


Chinese. 


Cuu (T. H.). Tea Trade in Central China. Shanghai: China In- 
stitute of Pacific Relations, Kelly and Walsh, 1936. 9”. Pp. 259. 

[This is of the nature of a directory to the different tea regions in Central 
China, and was compiled by sending out questionnaires. It gives the amount 
and value of tea exported, costs of production and of living in particular regions, 
ete.] i ‘: 

Nankai Institute of Economics: Its History and Work, 1927-1936. 
Nankai Institute of Economics, 1937. Pp. 30. 


T’Ane Leane-Li. China’s New Currency System. London: Kegan 
Paul, 1936. 94”. Pp. 138. 7s. 6d. 

[This book surveys the complicated series of economic events which cul- 
minated in the establishment of a system of managed currency and the rationalisa- 
tion of silver. Its five chapters deal respectively with the situation existing in 
1936, the preceding historical developments, the relation of China’s economy to 
the problems of the world’s currencies, the effects of the rising price of silver, and 
the methods by which China revolutionised her currency. ] 

T’Ane Leane-Li. The New Social Order in China. London: Kegan 
Paul, 1936. 93”. Pp. 282. 15s. 

[An interesting and readable account of the development of modern China, 
brought down to the end of 1935. It includes chapters on the economic founda- 
tion of Chinese society, and on the labour movement. ] 


Official. 
BRITISH. 

The Colonial Office. An Economic Survey of the Colonial 
Empire (1935). London: H.M. Stationery Office, 1937. 13”. 
Pp. 593. 25s. 

Development Commission. Twenty-Sixth Report of the 
Development Commissioners. London: H.M. Stationery Office, 
1937. 93”. Pp. 184. 3s. 

Report on the Import Duties Act Inquiry (1934). Part II. 
London: H.M. Stationery Office, 1937. 93”. Pp. xii 4- 308. 
4s. 6d. 

Ministry of Labour. Report for the Year 1936. London: 
H.M. Stationery Office, 1937. Pp. vii+ 141. 2s. 6d. 

Quarterly Summary of Australian Statistics. Canberra, 1936. 
Pp. 91. Is. 

Pocket Compendium of Australian Statistics. _Canberra. 
4”, Pp. 160. Is. 
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AMERICAN. 


United States Department of Labor. Handbook of American 
Trade Unions. By E. M. Stewart. Washington: Government 
Printing Office, 1936. 9”. Pp. xv + 340. 30c. 

United States Department of Labor. Bureau of Labor 
Statistics. Wages, Hours, and Working Conditions in the Folding- 
Paper-Box Industry, 1933, 1934, and 1935. J. PERLMAN. Wash- 
ington : Government Printing Office, 1937. Pp.81l. 5c. 

[This detailed study of the folding-paper-box industry was prompted by a 
desire on the part of the Bureau of Labor Statistics to extend their surveys to 
smaller industries, and to obtain a picture covering pre-code, code and post-code 
conditions, in order to follow through the consequences of the N.R.A. Statistics 
show that both average hourly and average weekly earnings rose, 1933-1934—1935, 
and that average weekly hours worked fell between the first two dates and rose 
between the second and third.] 


CHINESE. 


The Trade of China, 1936. Shanghai: The Inspector General 
of Customs, 1937. Pp.51. $1. 


INTERNATIONAL LABOUR OFFICE. 


International Labour Conference. Report of the Director. 
Geneva : International Labour Office, 1937. Pp. 82. 


[Mr. Butler regards the present year as a very favourable one for summing up 
the teachings of the slump, so this very readable report for the year 1936, is 
concerned more with the social consequences of the depression and with current 
problems and tendencies than with the detailed progress of the I.L.0. The 
chapter on the “ Lessons of the Slump ”’ is particularly useful.] 
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